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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


Portions of testimony received during the hearings and briefings 
which follow were taken in executive session due to the security 
classifications imposed by the executive branch. Those transcripts 
containing classification have since been reviewed by the Department 
of State and the International Cooperation Administration, and the 
classified information has either been deleted or paraphrased. As 
corrected, the transcripts were cleared for publication by the execu- 
tive branch, from the point of view of classification, as indicated by 
the correspondence with these agencies, which appears in the ap- 
pendix, p. 635.) 


TUESDAY, AUGUST 18, 1959 


Houser oF REPRESENTATIVES, 
SUBCOMMITTEE ON FOREIGN OPERATIONS 
AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:20 a.m., in room 304, 
Old House Office Building, Hon. Porter Hardy, Jr. (chairman of the 
subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., Henry S. Reuss, John 
S. Monagan, George Meader, and Robert P. Griffin. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; M. Q. Romney, counsel; Walton Woods, staff investiga- 
tor; and Phyllis M. Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

The meeting was called this morning to discuss with the Develop- 
ment Loan Fund officials procedures and practices in the conduct 
of the Development Loan Fund operations. Before we get into that 
discussion, there is another aspect of this matter that we need to 
explore. 

ome time ago, the subcommittee decided to make a study of the 
Development Loan Fund operations its next major inquiry. On July 
8, I wrote a letter to Robert B. Menapace, acting Managing Director 
of the Fund, which I will read into the record. 

Deak Mr. Menapace: The Foreign Operations and Monetary Affairs Subcom- 
mitee of the Government Operations Committee is assigned the responsibility 
for examining, from the standpoint of economy and efficiency, the operations 


Soon executive departments and agencies including the Development Loan 
nd. 

In order that the subcommittee may properly discharge this duty with respect 
to your organization, a full knowledge and understanding of all phases of 
the Fund’s activities is, of course, a necessary prerequisite. Therefore, as a 
first step in this direction, it is requested that you designate someone knowl- 
edgeable in the fields of planning and operations to confer preliminarily, at an 
early date, with the subcommittee’s chief counsel, Mr. John T. M. Reddan. 
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Following that communication, there were conferences held, and 
then at my direction the staff undertook to gain access to certain of 
the records of the Development Loan Fund. _ It is at that stage we rap 
into some difficulties. This is not a new problem to the subcommittes, 
About 2 weeks ago a series of conferences was begun and certain docy. 
ments were requested. These documents have not been received, gl. 
though it is indicated that they are physically available. 

On Thursday of last week, a member of our staff was sent to inspegt 
certain specific Development Loan Fund files. He was informed that 
he could not see any documents which originated outside the agency, 
This would include cables, letters, and reports, and other documents 
sent to the Development Loan Fund from the Department of State, 
from ICA, or from ICA missions abroad, or from any other Govern. 
ment agency. And there may be some of those. 

The Development Loan Fund stated that the availaiblity of these 
documents to the subcommittee would have to await prior clearancg 
from the Government agency in which the documents originated. As 
a result, the subcommittee’s study has been brought to a halt. 

Obviously, we cannot make any intelligent study or evaluation of 
the Development Loan Fund loans if only a partial file is made avail. 
able to us. Since the Development Loan Fund has no field personnel 
and must rely entirely on the embassies and U.S. Operations Missions 
in this respect, it is obvious that the documents involved are critical 
to any evaluation of the program. 

The Development Loan Fund advised the subcommittee that it 
sought without success to meet with Under Secretary of State Dillon 
on Friday and Saturday of last week. It was my understanding that 
the statement had been made that none of these other documents 
would be made available until Mr. Dillon had put his OK on it. This 
formal advice was given to the staff members, as I recall it, last Thurs- 
day, and we were led to believe that the matter would be cleared up 
before the end ofthe week. 

I am told that a meeting was held on yesterday, and it is my under- 
standing that it was also attended by a representative of ICA. 

Prior to the meeting, I had delivered to Mr. Dillon’s office a letter 
in which I appraised him of our problem and suggested for his con- 
sideration a solution which was worked out with the Department of 
Defense and the Department of State a year ago on a similar situa- 
tion. In that arrangement there was agreement between Defense and 
State and ICA which worked satisfactorily. I explained to Mr. 
Dillon that this present delay was interfering with the subcommittee’s 
work, and unless satisfactory procedures were arrived at during that 
meeting yesterday afternoon, I was extending to him, to Mr. Riddle 
berger of ICA, and to Mr. Menapace of the Development Loan Fund, 
an invitation to appear here this morning in order to discuss the prob- 
lem with the subcommittee. 

Copies of my letter were also sent by hand to Mr. Riddleberger 
and to Mr. Menapace. 

I think maybe this is a good point to ask if a decision has been 
reached as to whether these files will be made available. 

Mr. Menapace, I am glad you are here. Can you tell me now 
whether the committee may have access to these files? 
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STATEMENT OF ROBERT B. MENAPACE, ACTING MANAGING DIREC- 
TOR, DEVELOPMENT LOAN FUND; ACCOMPANIED BY HART 
PERRY, DEPUTY MANAGING DIRECTOR; JOHN LOOMIS, GENERAL 
COUNSEL; ROBERT MOORMAN, CHIEF ENGINEER; TIMOTHY 
ATKESON, ASSISTANT GENERAL COUNSEL; AND LESLIE A. GRANT, 
ASSOCIATE GENERAL COUNSEL, INTERNATIONAL COOPERATION 
ADMINISTRATION 


Mr. Menaprace. Actually, it was very difficult to get to Mr. Dillon, 
because I am sure you are aware of his multitude of duties, so that 
the meeting with him could not be arranged until yesterday. The 

rocedure has not yet been worked out, but it is in preparation now 
and should be available very soon. 

Mr. Harpy. Could you tell me that the documents will or will not 
be made available, and whether or not there will be restrictions under 
which it will be impossible for the committee to operate? 

Mr. Menapace. I am afraid I can’t answer that. 

Mr. Harpy. Can you tell me whether or not they will be made 
available ? } ae 

Mr. Menapace. That will appear in this reply. 

Mr. Harpy. So you cannot even give the committee any assurance 
that they are going to be permitted to see the documents? 

Mr. Menapace. My understanding was that you were going to 
ask some questions of me today, and Mr. Perry is here, of course, with 
the purpose of answering any questions. 

r. ety I wanted to ask questions of you and Mr. Riddleberger 
and Mr. Dillon this morning, in case we cannot get an answer. 

Mr. Perry. Mr. Chairman, I would like to make one point in con- 
nection with Mr. Riddleberger. The DLF is an independent Gov- 
ernment corporation. He is one of the members of our Board of 
Directors, but he has nothing more to say about our direction than 
any of the other four members of the Board. A member of his staff 
was not at the discussion with Mr. Dillon. A letter is being prepared 
in response to your letter, and I think we would like to make it clear 
that as of this moment we have not denied the committee a single 
thing. 

Weare here—— 

Mr. Harpy. What do you mean, you haven’t denied it ? 

Mr. Perry. We are here today to give you all of the facts we can 
about our operation. 

Mr. Harpy. One moment. Let’s answer these questions. 

Mr. Perry. And we have the unclassified 

Mr. Harpy. Just let’s back up. 

Mr. Perry. I am just saying there have been some delays. 

Mr. Harpy. Yes; there have been delays, but you say you have not 
denied us the documents. You haven’t provided what we asked for; 
have you 

Mr. Perry. As of the moment, what we are anxious to do is to work 
out a procedure. We feel we will be in association with you, and we 
hope a happy association, over a long period of time, and what we are 
hopeful of doing is to work out procedures that will be mutually sat- 
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isfactory to you and will still permit us to discharge our current yp. 
sponsibilities. 

Mr. Harpy. The very simple matter is that for 2 weeks now yy 
have been awaiting certain documents, specific files, that have been re. 
quested, and they have not been provided. 

Is that true or is that false ? 

Mr. Perry. When Mr. Reddan first came—— 

Mr. Harpy. Answer me that question. I should think you cou 
answer that question “yes” or “no.” 

Mr. Perry. I think 2 weeks overstates the period of time by about 
8or4days. Yes,sir. SoI would say for a period of 10 days,” 

Mr. Harpy. Then correct me. Ten days. 

Mr. Perry. It was a week ago Monday. 

Mr. Reppan. I think it is 2 weeks Monday—the 4th of August 

Mr. Perry. My understanding is that it was a week ago this morn. 
ing when you called John Loomis and we understood specifically for 
the first time you wanted to see certain cables. Before that—— 

Mr. Harpy. We asked you, first of all, for priority lists and for 
priority tabulations. Isn’t that correct? 

Mr. Perry. That is correct. 

Mr. Harpy. Have you provided them ? 

Mr. Prrry. No, sir. 

Mr. Harpy. And that was about 2 weeks ago, according to my re. 
ollection. r 

Mr. Perry. Well, we are quarreling about 2 or 3 days. 


Mr. Harpy. All right. I am not going to argue about 2 or 3 days, 


Mr. Perry. All right. 

Mr. Harpy. And the simple point is you have not furnished them, 
Is it true that on last Thursday you stated you could not furnish then 
because the Department of State would not permit it? 

Mr. Perry. I think what we told Mr. Woods, and also in our con- 
versations with Mr. Reddan, was that we had not worked out a pro- 
cedure. Weare new at this. 

Mr. Menapace was our acting Managing Director and hesitated to 
establish procedures. 

Mr. Harpy. Let me ask you a specific question. 

Mr. Perry. And therefore we felt we ought to get clearance with 
Mr. Dillon. 

Mr. Harpy. Let me ask you a specific question. Did anybody in 
State tell you you could not make these available to us? 

Mr. Perry. No, sir. 

Mr. Harpy. So then you are acting on your own and you have re 
fused us documents based on your own initiative? 

Mr. Perry. Well, perhaps I should qualify my answer by saying 
that we have been instructed not to make documents available unt! 
the procedure— 

Mr. Harpy. By whom? 

Mr. Perry (continuing). Has been developed. 

Mr. Harpy. Specifically by whom ? 

Mr. Perry. Mr. Dillon. 

Mr. Harpy. Mr. Dillon has instructed you not to make document 
available to us? 

Mr. Perry. Well, you are putting the question, I think—— 
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Mr. Harpy. I am putting the question and I want an answer to the 
question. Is it true or false ? 

Mr. Perry. Mr. Dillon has instructed us not to open the files until 
the letter has been worked out and properly cleared, which would 
establish a procedure—a procedural working relationship between the 
Development Loan Fund and your subcommittee. He has not said 
that he is not going to release documents. All he has said is until 

Mr. Harpy. When did he say that? 

Mr. Perry. That was yesterday. 

Mr. Harpy. So he said that yesterday. Why did you deny us docu- 
ments prior to yesterday ? 

Mr. Perry. We felt until we had had a procedure developed which 
was satisfactory with the Chairman of our Board of Directors, that 
we shouldn’t take the responsibility on our own. Mr. Dillon is a 
terribly —— ; on 

Mr. Harpy. So until yesterday it was your decision not to make 
them available? 

Mr. Perry. It was our decision that we needed a clearance with Mr. 
Dillon, as Chairman of our Board, on a procedure, before we made 
the documents available. In the meanwhile, we have taken many 
of the mechanical steps involved in order not to delay things in going 
to the agencies who originated the documents. And this work has not 
been delayed. It was merely a need 

Mr. Harpy. Don’t tell me it has not been delayed. I have been wait- 
ing 2 weeks for the priority lists and I had a specific reason for want- 
ing those priority lists. It is in connection with an allegation which is 
not very pleasant. And [still haven’t gotten them. 

Mr. Perry. I will not deny that there has been a delay. I think it 
has been an unavoidable delay. 

Mr. Harpy. I will have to disagree with that, but now I want 

Mr. Perry. It will be resolved very, very shortly. 

Mr. Harpy. Yes, and it will be resolved after Mr. Dillon gets 
out of town and if he resolves it in the negative or under conditions 
which are impossible from our point of view, then he will be out of 
touch again. Is that deliberate? 

Mr. Perry. No, sir. 

Mr. Harpy. Maybe not on your part. Do you know whether it is 
on his? 

Mr. Perry. That I will not answer. 

Mr. Harpy. You don’t know then? 

Mr. Perry. Well, Mr. Dillon is a very honorable man and I am sure 
it is not deliberate on his part. 

Mr. Harpy. I am not suggesting it is dishonorable. 

Mr. Perry. That is the implication of your question. 

Mr. Harpy. That is not necessarily so at all. 

Now I want to return to ICA’s concern with this matter. There 
are certain documents originating in ICA. Did you consult with 
ICA as to whether it would be permissible for you to make their docu- 
ments available ? 

Mr. Perry. Yes, sir. 

Mr. Harpy. With whom did you talk? 

Mr. Perry. Well, I think we talked to their 

Mr. Harpy. Don’t you know to whom you talked ? 
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Mr. Perry. I didn’t take them over myself, but the usual procedure 
is to discuss with the 

Mr. Harpy. Let’s not talk about the usual procedure. If you cap. 
not answer, I want somebody else to answer the question. 

With whom at ICA did Development Loan Fund inquire abou; 
making the ICA documents available ? 

Mr. Perry. With the Spanish desk officer at ICA and with Mr 
Grant. 

Mr. Harpy. You made inquiries of Mr. Grant? 

Mr. Perry. Yes. 

Mr. Harpy. Mr. Grant is here. 

Mr. Grant, what answer did you give when an inquiry was made 
of you? 

Mr. Grant. Mr. Chairman, no documents were submitted to me— 
no specific documents for agency clearance. 

Mr. Harpy. What reply did you give as to making available docu- 
ments to this committee ? 

Mr. Grant. Mr. Loomis, who is General Counsel of the Develop- 
ment Loan Fund, came to my office to consult with us with reference 
to practices and procedures in making documents available to in- 
vestigating committees. I told him that with respect to documents 
which originated in agencies other than ICA, we followed the practice 
of getting the approval of those agencies before we surrendered the 
documents. But that we tried to expedite this to get those approvals 
very readily, and that where we were not able for one reason or an- 
other to get a response out of the agency, we had informed the com- 
mittee staff of what these documents were. We identified them so 
that the committee staff could go directly to the other agencies and 
make their request directly. 

Mr. Harpy. Had you forgotten about the arrangement that we 
made in connection with military assistance ? 

Mr. Grant. Your letter, Mr. Chairman, if I recall it, said some- 
thing about some arrangement in military assistance in Ethiopia. I 
am not familiar with that, nor did I participate, so I don’t know 
what that arrangement is. 

Mr. Harpy. That is passing strange. You are not aware of the 
fact that that matter was worked out in my office with Mr. Sprague, 
who was Assistant Secretary of Defense? Mr. Sprague worked out 
an arrangement with Mr. Saccio of ICA, and Mr. Becker of the De- 
partment of State. This was done from my office in my presence. 
And you don’t know anything about that, Mr. Grant ? 

Mr. Grant. Was that in conjunction with an investigation of mili- 
tary assistance in Ethiopia ? 

Mr. Harpy. That is where it started and it was supposed to be gen- 
erally applicable. 

Mr. Grant. I was aware that, in conjunction with the committee’s 
recent investigation of the program in Laos, an inquiry had been 
made of the Department of Defense for certain documents, and my 
understanding of that was that the Department of Defense followed 
the procedure which I have just outlined, namely, they advised the 
committee 

Mr. Harpy. If they did, they didn’t tell us. 
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DEVELOPMENT LOAN FUND 7 


Mr. Grant. Namely, they advised the committee staff, I think Mr. 
Bray, of the documents which they had in their files which originated 
with other agencies, and identified them to permit the staff of this 
committee to make a direct request. te 

We do that, but we do something preliminary to that. If we can 
get the consent of the other agency directly and expeditiously we get 
it so that we can make the whole integrated set of papers available 
quickly to the committee. : Nears 

Mr. Harpy. Mr. Grant, if your people had been withholding infor- 
mation out of these files, we didn’t know it. If you had been with- 
holding them until you got somebody else to release them, we didn’t 
snow it. 

a Grant. Mr. Chairman, I don’t think that we have been with- 
holding any information. We have been very circumspect any time 
we have had a document which for any reason—— 

Mr. Harpy. Let me outline to you the procedure that was agreed 
to, which was worked out by Mr. Sprague and agreed to by Mr. 
Saccio and by Mr. Becker, under which the files were made available 
to our staff people without screening. When a third agency docu- 
ment of interest to the committee was recognized, then the third 
agency was requested to approve the release of that document. 

“Now, it was not on the basis of somebody else screening them. 
If we are going to get to the point where you or anybody else is going 
to take these documents out before we know what they are and then 
depend on your gratuity in providing us with information as to what 
they are, we will be in trouble from now on. 

Mr. Grant. Mr. Chairman, I think you must misunderstand me 
because that is precisely what we have been doing, as I say. 

Mr. Harpy. You haven’t been making it clear. That is the way we 
are supposed to be doing it. 

Mr. Grant. Before we have offered the file to the committee in- 
vestigator we have looked to see whether it had third-agency docu- 
ments in it, and we have gotten directly in touch with that third 
agency to see whether it had any objection. Where we have been 
able to get a response from that agency expeditiously, we have 
offered—where we have been able to get an affirmative response from 
that agency—we have offered the documents. 

Mr. Harpy. You are just taking one step that was supposed to 
have been avoided in the arrangement that was made. The third- 
agency clearance was supposed to be received with respect to specific 
documents after it was determined there was a committee need. 
Otherwise, there is a terrible waste of time if you are trying to clear 
a whole flock of documents in which we have no interest at all. 

Mr. Grant. We usually found it was not very difficult to get these 
clearances. In the rare cases where we have found difficulties, what 
we have said to the subcommittee staff is, frankly, we don’t want to 
hold up your investigation of this any more. Nor do we want you to 
believe you have a complete file if you do not have one. We tell you 
you have a complete file except for one or two papers, and these papers 
are a cable with a code number such and such and dated such and 
such, originating from, let us say, the Department of Defense, and 
we have not been able to get clearance from the Department of De- 

48437—60-——2 
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fense, and we suggest you do it because you can get it more quickly 
than we. : 

In that way the committee always had the complete assurance anq 
confidence, I hope, that it has a complete file; or, 1f there is anything 
lacking, it knows precisely what is lacking and it can get it, and jt 
knows when and where. 

Mr. Harpy. Let me return to the question I started off with. What 
did you say to the Development Loan Fund people with respeet to 
denying us ICA documents in their files ? 

Mr. Grant. No denial whatsoever, Mr. Chairman. I explained to 
them only the practice which we followed on the third-agency docu. 
ments—the same practice which I have described to you this morning. 

Mr. Harpy. Your description is not very clear. Now I think 
maybe we will return—— 

Mr. Meaper. Mr. Chairman. 

Mr. Harpy. Mr. Meader. 

Mr. Meaper. Mr. Grant. 

Mr. Grant. Yes, sir. 

Mr. Meaper. Do you regard the Development Loan Fund ag q 
third agency with respect to ICA ? 

Mr. Grant. It is an independent agency. Yes, sir. 

Mr. Meaper. The same asthe Department of Defense? 

Mr. Grant. Yes, sir. 

Mr. Reuss. Mr. Chairman, I have a couple of questions which are 
relevant at this point. 

Mr. Harpy. Goahead. It is allright. 

Mr. Reuss. Although, if the Chairman would sooner finish, he can, 
but it is on this point. 

Mr. Harpy. Surely. Go ahead. 

Mr. Reuss. Mr. Douglas Dillon is a member of the Board of Diree- 
tors of the Development Loan Fund? 

Mr. Menapace. He is the Chairman of the Board of Directors, 

Mr. Reuss. Mr. Douglas Dillon is also Under Secretary of State! 

Mr. Menarace. That is correct. 

Mr. Reuss. And at the moment he is Acting Secretary of State! 

Mr. Menapace. Correct. 

Mr. Reuss. He isa very busy man. 

Mr. Menapace. That is right. 

Mr. Reuss. I suggest, Mr. Chairman, that this third-agency doe- 
trine is really being used, knowingly or unknowingly, as a most out- 
rageous example of secrecy in Government. Here you have a number 
of agencies, as Congressman Meader has just pointed out, which are in 
the same line of business. Technically they are separate agencies. | 
have in mind such agencies as the State Department and the Develop- 
ment Loan Fund, the ICA, the USIA, and you can add a good many 
more. When one goes to see a file, one is met by the third-agency 
doctrine. 

I venture to say that there are very few files that are not full of 
third-agency stuff. Now, here you have Mr. Dillon, an obviously 
preoccupied high-level official, and the agency that we are concerned 
with in the first instance, the Development Loan Fund, can’t wait to 
get hold of their own Chairman of the Board to find out whether as 
Chairman of the Board he wants to ask himself as Acting Secretary 
of State whether we can get clearance on this. 
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As far as I am concerned, the agency that the congressional com- 
mittee deals with in the first instance, in this case the Development 
Loan Fund, ought to have the duty of promptly and expeditiously 
clearing matters with the other third agency. From what I hear for 
the last 4 or 5 or 6 or 7 or 8 days, the Development Loan Fund has 
not been doing this. I would have thought that the moment a re- 
quest was made by committee counsel, Mr. Reddan, the agency which 
is first asked, in this case the Development Loan Fund, would take 
that file and hand-carry it over to the originating agency, and after 
serving a memorandum on that agency for the purpose of starting 
the statute of limitations running, would say, “Look, now. We want 
to comply with the requests of this congressional committee and we 
ask that you promptly give us clearance, or some good reason for not 
clearing it.” 

It seems to me what is needed is not a complicated procedure, but 
a recognition of the responsibility of that agency to ante up. 

Mr. Harpy. It certainly should not be complicated, and I have 
that one very serious question in my mind about the necessity of 
having to clear these things with the other agencies, when actually 
they are, as you pointed out, all in one family. Everything in the 
Development Loan Fund files now should be Development Loan 
Fund material. I don’t know by what authority there is any right 
for the Development Loan Fund to refuse the committee access to 
these documents, and I would like to have that authority cleared up. 

Mr. Perry. I would like to make one observation at this point: 
That is, our response to your letter will go into other procedural 
matters having to do with the relationships between the subcommittee 
and the Development Loan Fund, which are more a matter of working 
relationships. It isnot solely on the question of the 

Mr. Harpy. When you found out these files were in your custody, 
on what authority did you refuse them to the committee ? 

Mr. Perry. Sir, the only thing—we have not refused them to the 
committee. All we have said is 

Mr. Harpy. You didn’t bring them this morning. Suppose I issue 
a subpena and say present them forthwith. What will you do? 

Mr. Perry. I will consult with legal counsel at that stage. We 
felt that we should not go ahead and establish the procedures with- 
out getting an OK from the Chairman of our Board. 

As I said, the response to your letter is in process 

Mr. Harpy. Do you expect the Chairman of your Board to tell 
you what to do in all operating procedures? If so, maybe we have 
the wrong operating team. 

Mr. Menapace. This is not an ordinary operating procedure. 

Mr. Harpy. It is likely to be pretty ordinary from here on out. 

Mr. Menapace. Well, we expect to see a lot of you. 

Mr. Harpy. I expect you are going to. 

Mr. Perry. And we welcome the opportunity. 

Mr. Menapace. We wanted to get off to the right start. 

Mr. Harpy. You are getting off toa mighty poor one now. 

Mr. Menapace. We hoped we wouldn't. 

_ Mr. Harpy. By what authority have you refused to provide the 
information that the committee asked for ? 

Mr. Perry. I don’t think we refused. 
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Mr. Harpy. I am going to ask you specifically to make this informa. 
tion available this afternoon, and give you an opportunity to refuge 
it, and then I am going to ask you if you are going to furnish it this 
after noon, or are you going to refuse the opportunity ? 2 

Mr. Perry. I don’t think at this moment we can say. 

Mr. Harpy. I am asking you right now to. furnish me with the 
priority lists we have asked for, this afternoon. Do we get them 
or don’t we? 

Mr. Perry. My instructions from Mr. Dillon are—— 

Mr. Harpy. Will you answer the question ? 

Mr. Perry. Sir, if I can finish? 

Mr. Harpy. But you go all around Robinhood’s barn, and you can 
answer my question. 

Mr. Perry. No, sir, I am not going around Robinhood’s barn. My 
instructions are until a letter is worked out in response to your letter, 
which establishes the procedures under which we are going to work, 
we are not to bring up the files. 

Mr. Harpy. So you refuse to honor my request to make the doeu- 
ments available this afternoon ? 

Mr. Perry. You asked for something this afternoon. 

Mr. Harpy. I have asked for them for 2 weeks. 

Mr. Perry. If you are going to ask me for it at this moment I gay 
T can’t. 

Mr. Harpy. But you don’t have them with you, or have vou? 

Mr. Perry. No, sir. 

Mr. Harpy. If you had them with you I would ask you for them 
right now, but you don’ t have them with you? 

“Mr. Perry. No, sir. 

Mr. Harpy. And the specific request is, will you make them avail- 
able this afternoon ? 

Mr. Perry. My answer is that my current instructions from Mr, 
Dillon are that until the procedures have been worked out we are 
not going-—— 

Mr. Harpy. So you are going to violate the law which authorizes 
us to make investigations? You are not going to comply with that 
because you have orders from Mr. Dillon. Is that right? 

Mr. Perry. I am afraid I can’t answer that. 

Mr. Harpy. Why can’t you answer it? Is there any statutory au- 
thority which permits you to withhold this information ? 

Mr. Loomis. There is an Executive order which states that classi- 
fied material originating in a third agency—information contained in 
documents originating in a third agency which is classified shall be 
cleared with that agency before it is disclosed. 

Mr. Harpy. Have you withheld nothing except classified informa- 
tion ? 

Mr. Loomis. A file contains other than classified information, if 
that is your question, sir. Yes, sir. 

Mr. Harpy. So the only thing you have denied us is classified in- 
formation ? 

Mr. Loomis. If you mean by “denied,” whether you have seen a file, 
you have not seen the file. No, sir. 

Mr. Harpy. Will you m: ike available to the committee this after- 
noon all of the files that we have requested, exclusive of the classified 
information ¢ 


\ 
is a 
afte 
files 


was 


At 


rma- 
fuse 
this 


. the 
them 


1 can 

My 
etter, 
vork, 


locu- 


them 


ivail- 


. Mr. 
P are 


rizes 
that 
y au- 
lassi- 
ed in 
ill be 
yrma- 
mn, if 
d in- 


a file, 


ifter- 
sified 


DEVELOPMENT LOAN FUND 11 


Mr. Perry. No, we cannot. Our standing instruction is until there 
ig a response to your letter, which arrived around 2 o’clock yesterday 
afternoon, pee out a proposed procedure, we are not to make the 
files available. Until there has been a 

Mr. Meaver. The files or any part of them, Mr. Perry? 

Mr. Perry. Well, this had to do with the third-agency stuff. 

Mr. Loomis. I might say, Congresman, that Mr. Woods, when he 
was over there Thursday, inquired about a particular loan in Spain. 
At that time we gave him a copy of the loan agreement. 

Mr. Harpy. But what good is a copy of the loan agreement ? 

Mr. Loomis. I want to make the record clear. We also gave him a 
copy of the loan paper, which is the paper presented to the Board of 
Directors at the time that they take action. Obviously these two docu- 
ments are part of a file 

Mr. Meaver. But they are not classified documents? 

Mr. Perry. No. 

Mr. Loomis. I don’t believe so. 

Mr. Harpy. And you did make them available to the committee 
investigator ? 

Mr. Loomis. We gave hima copy. 

Mr. Harpy. But they are Development Loan Fund documents and 
do not have a third agency involved ? 

Mr. Loomis. That is correct. 

Mr. Harpy. By what authority do you withhold unclassified infor- 
mation from third agencies? 

Mr. Loomis. Mr. Chairman, I think our dispute has been as to the 
procedure involved in any third-agency clearances. Mr. Reddan 
informs me that it would be understood there would not be any third- 
agency clearance pending an investigation of the file by your commit- 
tee, and a determination as to what particular documents you may 
want. And at that time a third-agency clearance is obtained. 

Mr. Harpy. That is the procedure under which we have operated 
heretofore. 

Mr. Loomis. As you will appreciate it, we are new in this business. 
Italked with Mr. Grant and it was my understanding it was the pro- 
cedure with respect to that information which originated in the third 
agency that it had been cleared with that agency before presentation 
toacommittee. It was the difference in that procedure which we had 
been told had been followed previously and the procedure which Mr. 
Reddan detailed to us which made it necessary, in our opinion, to make 
a Fund determination as to how we are to proceed, because there are 
two different procedures involved in this. 

Mr. Harpy. All right. 

Mr. Loomis. As I told Mr. Reddan, if that is the procedure to be 
followed that you will have access to the files until such time as you 
see 2 document you would like, and then you can see the document, 
but we will obtain third-agency clearance before you get it—if that 
is the established practice we will obviously comply with it; but we 
had been told otherwise and for that reason we felt since we did not 
have an active Managing Director in Washington, that that is some- 
thing we should take up with the Chairman of our Board. 

Mr. Harpy. Who told you otherwise? 

Mr. Loomis. Told me otherwise what ? 
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Mr. Harpy. You say you had been told that Mr. Reddan’s procedure 
was not being followed. I want to know who told you that was not 
correct. 

Mr. Loomis. I will say this: What I meant to say, if I was not 
clear, was I had discussed this with Mr. Grant of ICA as to the pro- 
cedure they had been following, because they had been involved jn 
investigations and we had not, and I was trying to find out what the 
ground rules were. 

Mr. Harpy. So you held up all of this because Mr. Grant advised 
you not to give us information ? 

Mr. Loomis. Well, I have a lot of respect for Mr. Grant—— 

Mr. Harpy. I just asked you a question. Is it true or not. In other 
words, you refused to give us those documents until you got instruc. 
tion because of what Mr. Grant told you? 

Mr. Loomis. I won’t say Mr. Grant ordered us, but because of the 
procedure he outlined not being in conformity with the procedure 
outlined by Mr. Reddan, I thought we should have a meeting with 
Mr. Dillion to determine what the procedures were. 

Mr. Perry. It always 

Mr. Harpy. Just hold on a minute. Let’s get it straight. 

So obviously Mr. Grant is the fly in this ointment. 

Mr. Loomis. I have the greatest respect for Mr. Grant. 

Mr. Harpy. I don’t say I don’t have all respect. for him either, but 
I want to understand where the trouble is. Mr. Grant just outlined 
the procedure a while ago which I believe conformed to the one I out- 
lined. 

Mr. Loomis. Mr. Grant gave me no instructions whatsoever, but 
just detailed to me the procedure ICA was following. 

Mr. Harpy. And you were not willing to follow that? 

Mr. Loomis. Certainly, if that is the way you would like us to pro- 
ceed, but I understood you had a different procedure in mind and that’s 
why I thought we had to see what was to be done. 

Mr. Harpy. Either Mr. Grant does not understand the procedure 
himself, or he was not able to explain it to you. That is clear here 
now. 

Excuse me, Mr. Meader. Go ahead. 

Mr. Meaper. Mr. Chairman, I am not too much interested in spin- 
ning out procedures. 

Mr. Harpy. I’m not either, but I want to get the files. 

Mr. Meaper. If I am correct, and I would like to understand this, 
priority lists that were under discussion, requested by the committee, 
as I understand it, were prepared by the Operations Missions of the 
ICA in the field. Am I correct about that? 

Mr. Perry. In the Spanish case there were two separate priority 
lists. Some were from the Spanish Government and some were from 
ICA. 

Mr. Meaver. Now, we have Mr. Grant here. Then these priority 
lists would be an ICA document, would they not, prepared by the 
missions of ICA in the field? 

Mr. Grant. I have never seen them, Mr. Congressman. If they 
are a communication that comes in from the mission in the field, they 
would be an ICA document. I don’t know what they are. Are they 
recommendations of the mission ? 
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Mr. Perry. Correct. 

Mr. Grant. Then it would be an ICA document. 

Mr. Maver. Hasn’t a request been made of ICA for these docu- 

? 
mtr Grant. I don’t know, sir. No request has been made of me. 
A]l I had was general discussion with Mr. Loomis on how we operated 
with third-agency documents. ae 

Mr. Meaver. Let me ask the staff. Have we asked ICA for these 
ICA documents? | 

Mr. Reppan. No, sir. We asked Development Loan Fund. 

Mr. Perry. No, sir. We have talked to ICA’s staff and they have 
interposed no objection to them. As I indicated earlied to the chair- 
man, the only reason for the delay at this moment is the pending 
answer. , 

Mr. Bray. Do I understand ICA released those documents subject 
to your discretion ? 

Mr. Perry. That is correct. 

Mr. Harpy. And you haven’t given them to us? 

Mr. Perry. Pending the response. 

Mr. Harpy. Let that be your responsibility then. Let the record 
be very clear that you take responsibility for denying us these docu- 
ments which ICA approved making available to us. 

Mr. Bray. It is no longer a third-agency problem. The third 
agency said OK. Is that right? 

Mr. Perry. That is correct. 

Mr. Harpy. Then we have it clear. You are refusing. 

Mr. Menapace, is that your policy ? 

Mr. Menapace. I think that Mr. Perry has made it clear, and that 
is my understanding of the situation, that we are still awaiting the 
preparation of this letter which sets forth the procedure. I don’t 
think there has been a refusal. 

Mr. Harpy. I am asking for those documents as of today. 

Mr, Menapace. But, Mr. Chairman, we are waiting for the prepa- 
ration of this procedure which we feel is necessary. 

Mr. Harpy. I think you are in contempt of the committee. Frankly, 
Ido. 

Mr. Menapace. I certainly have no intention to. 

Mr. Harpy. It has been testified to that ICA has withdrawn any 
objection to your making the documents available and you are still 
withholding them. I am going to demand them this afternoon. 

This question of a third agency withholding them has been cleared 
up. I want those documents this afternoon. 

Mr. Menapace. By “documents” you mean the priority lists? 

Mr. Harpy. I want these priority lists. It has been testified that 
ICA has interposed no objection. I would like to have them and I 
don’t want any further delay. If you have other matters that require 
a procedural set up, we will cross the bridge when we get there. 

I take it, Mr. Perry, you are responsible for this decision ? 

Mr. Perry. I accept the responsibility, sir, under my guidance from 
Mr. Dillon, the Chairman of our Board. 

Mr. Harpy. So you say now Mr. Dillon has told you again not to 
make those available to us ? 

Mr. Perry. The instructions we have are not to make the files—and 
we are really addressing ourselves to more than this one particular 
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loan—that we were not to make the file available until we had worked 
out the procedure. 

Mr. Harpy. You know that we have made specific requests for these 
priority lists, don’t you? 

Mr. Perry. Yes, sir. 

Mr. Harpy. And you know they have been cleared by ICA fop 
release ? 

Mr. Perry. The matter we discussed principally with Mr. Dillon 
yesterday was the case of the file on the Spanish railway loan which 
Mr. Woods asked for, but the principle we thought was the same as 
the request for priorities. It was the same in either case. 

Mr. Harpy. Let me ask you this question: Will you make available 
the priority lists this afternoon ? 

Mr. Perry. Well, I can’t say at this moment. 

Mr. Harpy. I want to know whether you are going to make them 
available. 

Mr. Perry. I won’t know until this afternoon. 

Mr. Mraper. What do you have to do, Mr. Perry, in addition to 
what you know right now, before you give the committee an answer 
as to whether you will or will not produce those specific documents? 

Mr. Perry. I would feel under my current instructions until the 
procedural letter is worked out that we are not to release the doeu- 
ments. 

Mr. Monacan. When is that letter going to be available? 

Mr. Perry. It was being worked on last night. 

Mr. Loomis. My understanding is Mr. Dillon fully intends to send 
the letter before he leaves town. 

Mr. Harpy. I can’t find out what the letter is going to contain, 
and I can’t get anyone to testify 

Mr. Mraper. Before you leave this, as I understand your instruc. 
tions from Mr. Dillon, Mr. Perry, however you receive them, whether 
orally or not, they related to the establishment of a general procedure 
applicable to all requests from all congressional committees for all doc- 
uments in process ? 

Mr. Perry. I won’t say for all committees. 

Mr. Mraper. All documents requested by this committee? 

Mr. Perry. By your committee. Yes, sir. 

Mr. Meaper. It did not relate to any specific document, with the 
possible exception of the railroad file, or whatever it was, concerning 
which the matter arose. Is that correct? 

Mr. Perry. No, sir. We discussed no specific document. It was 
merely a file and we were really thinking more in terms of Mr. Woods, 
and how we would work with him or other investigators you would 
assign on specific loans. We knew you wanted additional informa- 
tion on six others, I believe. 

Mr. Mraper. This is the point—— 

Mr. Perry. So we were really trying to achieve a procedure offering 
the best way to work with the committee, a way which would be most 
satisfactory to you and to us. 

Mr. Harpy. You were certainly making it difficult. 

Mr. Meaper. Mr. Perry, I can understand the desire of an outfit like 
yours starting up attempting to set a pattern for all cases of this 
character, but I want to make it clear, and this is the way it appears to 
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me from the testimony here this morning, that with respect to the 
priority lists and so forth, you know what the committee wants, and 
you do have possession of them, and you are aware that the agency 
originating the documents, the ICA, has given its approval to your 
submitting them to the committee. No one superior to you has spe- 
cifically instructed you not to deliver those documents to this com- 
mittee! ; s 

Mr. Perry. That is correct, sir. 

Mr. Harpy. So Mr. Dillon does not even know that the committee 
specifically asked for those documents? 

Mr. Perry. The discussion—it is hard to recall everything that 
took place in the discussion, but we certainly were talking more 

nerally than in terms of this one file—I did not say to Mr. Dillon, 

‘They have asked us for a priority list. Should I release that or 
should I not release it?” 

Mr. Meaver. Mr. Perry, you just testified that no one has instructed 

ou not to give the priority lists to this committee. Am I correct? 

Mr. Perry. That is correct. 

Mr. Meaper. Then there are no procedural prohibitions against your 

iving those documents to this committee now that they have been 
cleared by the ICA. Is that correct? 

Mr. Perry. Sir, I understand that until Mr. Dillon has approved 
the letter : 

Mr. Meaver. Wait a minute. You understand, you say. Did Mr. 
Dillon say to you, “Do not give that committee any documents, 
classified or unclassified, until we have agreed mpon, an operating pro- 
cedure to provide information to the committee” ¢ 

Mr. Perry. We were 

Mr. Harpy. Can’t you answ. *that “Yes” or “No”? 

Mr. Meaper. Has he put it in those terms? 

Mr. Perry. No, sir, he has not. 

Mr. Meaver. What did hesay? First of all, is this just an oral con- 
versation or is there something in writing? 

Mr. Perry. No, sir, this was an oral staff meeting with six of us 
over at his office. 

Mr. Mraper. Is there any record of it, or any minutes of it? 

Mr. Perry. No, sir. I would interpret the instructions I received to 
be that until we had established a general procedure which would have 
to do, as I indicated earlier, not only with this third-agency messages 
business, but also with other working relationships with the committee 
—that until that procedure was formulated in a letter and approved by 
Mr. Dillon that we were not to make available the third-agency docu- 
ments and we could go ahead with the kind of thing we had already 
given Mr. Woods. 

Mr. Maver. Now, you have just testified there was no specific docu- 
ment of the third agency discussed. 

Mr. Perry. Sir, I say we did—in the general discussion we did 
discuss the third-agency cables, and we discussed the chairman’s let- 
ter which indicated the procedure that had been followed in the case 
of Ethiopian military assistance. We discussed the procedure that 
the ICA followed, and I think Mr. Dillon’s statement is—— 

Mr. Harpy. You understand there is a difference between the pro- 
cedure we discussed in the case of Ethiopian assistance and that which 


ICA outlined ? 
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Mr. Perry. Yes, sir. 


Mr. Loomis. That was the principal basis for the meeting, sir, sto 
Mr. Meraper. Mr. Chairman, I am not one to overlook the impor. this 
tance of procedures, but there can be a spinning out of procedures ang giv’ 
a multiplication of redtape so that no agency would ever do anything ) 
except handle procedures. nov 
Mr. Harpy. That is correct. nut 
Mr. Meraner. I don’t know if it is so complicated a matter for this by. 
committee to get a document which the originating agency said it had this 
no objection to our receiving and we have got to go into all of these - 
ramifications of procedures and steps, and argue about this phrags ir 
and that. word indefinitely, then I don’t know how the Development “7 
Loan Fund is ever going to develop anything. . 
Mr. Perry. I am satisfied what we are going to come up with js = 
something that is going to be very satisfactory to the committee, ” 
Mr. Harpy. I am not satisfied about that at all, and the way yoy h 
have beat around the bush here today, I am not sure you and I are Co 
going to get along very well. I would like to get specific answers, "7 
Does Mr. Dillon know that we had specifically requested the priority ) 
lists? : 7 
Mr. Perry. Yes, sir. 7 
Mr. Harpy. He does? Fu 
Mr. Perry. Yes. 7 
Mr. Harpy. Does Mr. Dillon know that ICA had removed any ob- , 
jection on its part to our receiving the lists? | > 
Mr. Loomis. I am not sure of that, Mr. Chairman. I would liketo | 3 
interpose one thing in addition to what Mr. Perry mentioned. When 
Mr. Woods was over to see us last Thursday afternoon, we told him | ths 
here is the loan agreement and here are the loan papers pending what to 
we thought we had to go through on third agency, and we would be by 
very willing to discuss with him specific details of a loan. He said, th 
and he certainly has a right to say so, and I don’t argue a bit, that he Di 
prefers to investigate on the basis of complete files and does not want 
any gaps in the files when he investigates. th 
For that reason the idea of clearing with Mr.—we did not think it 3 
necessary to discuss with Mr. Dillon specific ICA cables. It was our 
understanding from Mr. Woods at the time that he wanted an entire 
file, and not piecemeal files, with “Here is one document from ICA and 
if you will wait a few days or a few hours you will get these doct- 
ments,” and so forth. it 
If it is just the ICA documents alone we will see what we can do, but 
the fundamental focus of the meeting yesterday was that Mr. Woods D 
wanted the entire file without any gaps at the time he started to inves- 0: 
igate, and there was a procedure for transmitting the files for all St 
agencies. th 
Mr. Meaper. It seems to me you see no reason why the committee | 
should not have these priority lists which have already been cleared 
by ICA for delivery to the committee. 
Mr. Loomis. Mr. Congressman, I cannot speak for Mr. Dillon. wi 
Mr. Meaver. Wait a minute. Have we got to take every little matter as 
to Mr. Dillon? de 
Mr. Loomis. I don’t consider this a little matter, Mr. Chairman. We | = 


had a different procedure outlined to us by Mr. Reddan than we under- = 
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stood had been followed by other agencies. That’s why we felt once 
this procedure was established, we would anticipate no difficulty in 
giving everything. Pa. 

Mr. Mzaper. Let us assume for a moment, Mr. Loomis, we are not 
now asking for an entire file, but just asking for a document, or a 
number of documents, of the same character—priority lists prepared 
by the USOM of ICA, which ICA conceded should be delivered to 
this committee. Do you see any reason right now why they should 
not be delivered to the committee forthwith? lL. Iain 

Mr. Loomis. I would say I am not in a position to give it to you, 
Mr. Congressman. 

Mr. Meaver. Would you see any reason why you can’t give them to 
us. You say you are not in a position, but I want to know what the 
reason 1s. 

Mr. Loomis. This was not discussed yesterday and I feel bound by 
what is determined by the Chairman of the Board on this thing, Mr. 
Congressman, and what procedures he says we should follow. 

Mr. Harpy. We get back to where we were. 

Mr. Reuss. I would like to resume this with Mr. Loomis. 

Mr. Loomis. Go ahead. 

Mr. Reuss. You are General Counsel for the Development Loan 
Fund? 

Mr. Loomis. For1l month. Yes, sir. 

Mr. Reuss. The Development Loan Fund has been in existence for 
almost 2 years now. 

Mr. Loomis. That is correct. 

Mr. Reuss. You don’t contend, do you, and I am sure you don’t, 
that Mr. Dillon or any other human being in Government has a right 
to keep secret information over and beyond that which is given him 
by law—and I mean by law, acts of Congress or Executive orders of 
the President? You don’t mean at his own caprice or whim that Mr. 
Dillon can keep secret. matters that should not be kept secret? 

Mr. Loomis. I can’t envisage Mr. Dillon withholding anything on 
the basis of caprice or whim. 

Mr. Reuss. I didn’t mean whether he would be up to it. 

Mr. Harpy. You mean whether he has the power. 

Mr. Loomis. As a caprice or whim, obviously it should not be done. 

Mr. Reuss. And it would be illegal for him to do it? 

Mr. Loomis. If caprice or whim are his only legal basis, I assume 
it could well be. 

Mr. Reuss. I call your attention to the Executive order signed by 
Dwight D. Eisenhower on November 5, 1953, called “Safeguarding 
Official Information in the Interest of the Defense of the United 
States,” and particularly section 7(c) thereof, which sets forth this 
third-agency matter. I will just read the relevant portion of it. 

Mr. Loomis. Go ahead. 

Mr. Reuss (reading) : 

All information originating in another department or agency except as other- 
wise provided by section 102 of the National Security Act of July 26, 1947, * * * 
as amended, 50 U.S.C. 403, classified defense information originating in another 
department or agency shall not be disseminated outside the receiving department 
or agency without the consent of the originating department or agency. Docu- 
ments and material containing defense information which are classified top 


secret or secret shall not be reproduced without the consent of the originating 
department or agency. 
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You are familiar with that? 

Mr. Loomis. Yes, sir. 

Mr. Reuss. Now, when matter classified or unclassified has bey 
officially cleared with the consent of the originating agency, I(4 
neither Mr. Dillon nor anybody else in the Development Loan Fup; 
has any more power to withhold that matter, dothey? Itisa straight 
matter of law and anybody trying to withhold it 1s being whimsie} 
and capricious and outside of thelaw. Isthatnotso? 

Mr. Loomis. Well, I have to—without desiring to argue with yoy, 
Congressman, I would have to except to that and say this: With th 
execption of the doctrine of executive privilege claimed by the exegy. 
tive branch and based on the Attorney General’s memorandum and, 
number of other communications. The executive branch has a priyj. 
lege to withhold. 

Mr. Harpy. But here the originating agency has elected to exerci 
no restraint. 

Mr. Loomis. Pardon? 

Mr. Harpy. Here the originating agency completely cleared it? 

Mr. Loomis. Mr. Chairman, I am not in a position to argue the doe. 
trine of executive privilege with you today. 

Mr. Harpy. I am not talking about executive privilege. 

Mr. Loomis. I don’t pretend to be an expert on it, but it has beep 
tried before. 

Mr. Bray. Do you mean you can exercise it for an ICA document 
when ICA released it ? 

Mr. Loomis. I will not get into legal technicalities. 


Mr. Bray. Mr. Grant, do you have copies of these documents in the | 


ICA files? 

Mr. Grant. I am sure they must exist if they are documents which 
came from the field. 

Mr. Harpy. Will you release them to us? 

Mr. Grant. Well, Mr. Chairman, I want to be responsive to your 
question. This is an investigation of the Development Loan Fund. 
As far as any rules are concerned of our agency, had a request been 
made of our agency and an examination of this subject made with our 
agency, we would not have had the slightest hesitancy in releasing 
these documents to you. 

Now, I hear this morning of Mr. Dillon’s participation in some way 
in this. Mr. Dillon is the coordinator of the mutual security program, 
and we, unlike the Development Loan Fund, which is truly an inde. 
pendent agency—we are only a semiautonomous part of the State 
Department. I could not promise you to release them if there is some 
suggestion that the State Department, or Mr. Dillon is opposed to 
that. 

T don’t know that he is, but under the normal operating rules of our 
agency, which we have consistently and persistently followed in deal- 
ing with your committee and other committees, these documents would 
have been released without any question. 

Mr. Harpy. I understood Mr. Dillon’s position in this case was 
based on the fact that he is Chairman of the Board of the Development 
Loan Fund. 

Mr. Revss. Mr. Chairman, that is his third hat. Mr. Dillon is 
Chairman of the Board of Directors of the Development Loan Fund, 


has bee, 
°y, ICA 
an Fung 
‘Straight 
himsical 


vith yOu, 
Le @Xecy. 
mM and q 
& priyi- 


CXeLejge 


it? 
the doe. 


as been | 


cument 


Sin the | 


3 which 


[Oo your 

Fund. 
st been 
ith our 
leasing 


ne way 
oeTam, 
1 inde- 
State 
S some 
sed to 


of our 
| deal- 
would 


e was 
pment 


lon is 


Fund, 


DEVELOPMENT LOAN FUND 19 


and Mr. Dillon is Under Secretary of State, and Mr. Dillon is in his 

third capacity Coordinator of the Mutual Security Program, and he 

has apparently decided upon conferring with himself that you are not 
ing to get a lot of these papers. ie 

I thoroughly agree with you, Mr. Chairman, and wish to record my- 
self backing you 100 percent in your statement that the Development 
[oan Fund, the agency immediately involved here, is in contempt of 
this committee in refusing certain papers to this committee without 
one shred of legal justification contained in either law or Executive 
order for it, and I would like to pursue it just one moment more. 

Mr. Harpy. All right. 

Mr. Reuss. As I see it, these papers we are after all fall into three 

iles. Pile 1 are those es classified and unclassified which ICA 
explicitly informed the Development Loan Fund may be yielded up to 
thiscommittee, but which the Development Loan Fund is not yielding. 

Mr. Perry. Could I interject one thing to make it clear for the 
record ? 

Mr. Reuss. Yes. 

Mr. Perry. The only people we have received clearance from is the 
Spanish Desk officer. We have not specifically asked Mr. Riddleberger 
or Mr. Saccio, or anyone there. 

Mr. Harpy. So you are looking for another roadblock, are you, Mr. 
Perry ¢ 

Mr. Perry. No, sir. I wanted to make the record clear that this is 
the level at which we did obtain the clearance. 

Mr. Reuss. Do you think that the Spanish Desk is unauthorized to 
act forthe ICA ? 

Mr. Perry. Maybe Mr. Grant can answer. 

Mr.Grant. Iam sorry. 

Mr. Reuss. We now hear, Mr. Grant, contrary to the information 
which we have been given earlier, that the clearance from ICA of 
these particular papers relating to the Spanish railroads project was 
not given by Mr. Riddleberger, but instead was given by the head of 
the Spanish Desk. Does that make it an unauthorized clearance by 
the ICA! Is the Spanish Desk not authorized to give such clearance? 

Mr. Grant. The Desk would be authorized to give such a clearance, 
Mr. Reuss. 

May I repeat: If this committee had been making an investigation 
of ICA or USOM operations in Spain, or some subject on which ICA 
was the principal source of information, and you had requested these 
documents from us, this question would not have been taken up 
with Mr. Riddleberger or Mr. Saccio, because under our normal daily 
operating rules these papers go forward without any question. There 
was not anything and there would have been nothing to raise it to the 
front office level. 

Mr. Reuss. But if I may interrupt you; I gather because it hap- 
pened that the principal agency being examined here by this subcom- 
mittee is the Development Loan Fund, that therefore a clearance given 
by the head of the Spanish Desk of the ICA to the Development Loan 
Fund is null and void and of no effect, and that the head of the 
Spanish Desk is unauthorized to do this? 

Mr.Grant. Not atall. Again 

Mr. Revss. Then it is a valid clearance from ICA ? 
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Mr. Grant. As far as our agency is concerned, I would consid 
that we had cleared it. That was our normal operating rule, Thy 
troublesome thing here from the standpoint of our agency is the gyp. 
gestion that perhaps Mr. Dillon may take a different view of thy 
If we know that he did take a different view we would have somethj 
different than our normal operating procedures, but I can only say 
to you that had you made the request of us in the first Instance, this 
is the type of document which we would have found no difficulty at gj 
in surrendering, and you would have had it. 

Mr. Harpy. Mr. Reuss, let me interrupt you for just a minute, 

One of the reasons for my letter to Mr. Dillon, requesting his 
presence this morning, was to be sure that there would be presen 
someone who would have the authority to respond fully to the com. 
mittee’s questions regarding the availability of these documents, Mp 
Dillon not only did not appear, he didn’t even pay us the courtesy of 
advising us officially that he would not be here. I think this igs on 
of the most discourteous incidents that has happened to this com. 
mittee since I have been its chairman. 

I learned by accident, in a conversation with Mr. Macomber on 
another matter, that Mr. Dillon would not be here this morning, 
Mr. Macomber said he understood Mr. Perry would officially so advise 
the staff of this subcommittee. Mr. Perry did not do that either, 

I thought 1 made it pretty clear to Mr. Macomber that this js q 
matter of some importance to this committee and, frankly, my view 
now is that this is a deliberate act and it is an unnecessary delay, 

I don’t know what the intent of Mr. Dillon is, or what the intent 
of.the Development Loan Fund is in this matter here now, but Mr, 
Dillon is not present and I would like to know if there is anybody 
here representing the Department of State ? 

(No response. ) 

Mr. Perry. Sir, Mr. Dillon—— 

Mr. Harpy. The State Department didn’t even do us the honor to 
send somebody here to indicate Mr. Dillon had said he could not come, 

Mr. Perry. Sir, Mr. Dillon at the meeting—we said we would 
inform the committee he would not be able to attend. 

Mr. Harpy. Did you do it? 

Mr. Perry. Mr. Loomis was the one delegated the responsibility. 

Mr. Harpy. Did Mr. Loomis tell the committee that Mr. Dillon 
would not be here ? 

Mr. Loomis. Yes, sir. 

Mr. Perry. Yes, sir. I understood he spoke to Mr. Reddan. Mr 
Loomis is our official contact with the committee and Mr. Macomber 
misspoke when he said I had been delegated the responsibility. It was 
Mr. Loomis. 

Mr. Harpy. I understood from Mr. Reddan, and he can speak for 
himself, that it was rather clear Mr. Loomis was not speaking for 
Mr. Dillon, but merely informed us that no action was taken. 

I also asked that Mr. Riddleberger be here, too. Apparently if it 
were not for an accidental conversation with Mr. Grant, ICA would 
not be represented. 

Mr. Loomis. I may say in all fairness to ICA, they were not repre- 
sented at the meeting yesterday. 

Mr. Harpy. I don’t care whether they were there or not. We are 
involved with their documents, Mr. Loomis. 
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Mr. Reppan. If I may state for the record, Mr. Loomis did call me 
yesterday and advised me no decision had been reached with respect to 
those documents. I asked him what the principal difficulty was and 
he told me he could not speak for Mr. Dillon. I did not gather from 
my conversation with Mr. Loomis that he was authorized to speak for 
Mr. Dillon with respect to Mr. Dillon’s appearance here this morning. 

Mr. Loomis called me at my home last evening and I specifically 
asked him at that time, since you, Mr. Chairman, had already talked to 
Mr. Macomber about Mr. Dillon’s appearance—I specifically asked 
him at that time if he had meant to convey to me in our earlier conver- 
sation the thought that Mr. Dillon would not be here this morning. 
He said that is what he had been trying to express. I explained to 
him that there was nothing in the conversation that I recalled which 
would give me that information. 

Mr. Harpy. So my letter to the Under Secretary of State request- 
ing his appearance here this morning is officially acknowledged 
and replied to by the General ( ounsel of the Development Loan I und 
through a telephone conversation with my staff director. That is a 
fact, isn’t. it ¢ 

Mr. Perry. That part of the letter which dealt with Mr. Dillon’s 
appearance. Yes, sir. On the balance of the letter a response is in 
preparation. in. 

Mr. Harpy. I hope that the Development Loan Fund officials learn 
alittle bit more about courtesy than that. 

Go ahead, Mr. Reuss. 

Mr. Reuss. Mr. Chairman. We said then a few minutes ago that 
there is one pile of documents that the ICA has formally cleared. 
I am not satisfied, Mr. Loomis 

Mr. Loomis. Go right ahead. 

Mr. Reuss (continuing). I am not satisfied with your statement 
that the Eisenhower Executive order of November 5, 1953, does not 
mean what it says: that when an agency clears something there is no 
more basis for secrecy. 

Let me note my disagreement and pass on to the next category. 

Mr. Loomis. Could I say something for a minute? 

Mr. Reuss. Yes. 

Mr, Loomis. I would like it understood in connection with my an- 
swer to your question that I am not here pretending to say that we 
haven’t the slightest intention of ever showing this committee any 
ICA document. I want that specifically understood. We can argue 
about the consequence and the meaning of delay, but we have not 
refused flatly and we have not said flatly we will not produce any 
single paper whatsoever. 

Mr. Harpy. I am giving you an opportunity to do it now. If I 
make a request and send out a subpena to an individual subject to a 
subpena for forthwith production of documents where they have al- 
ready been cleared, what do I mean by forthwith? 

Mr. Loomis. As soon as possible, sir. 

Mr. Harpy. And I don’t mean at their convenience, do I? 

Mr. Loomis. No, sir. If I can go on, I want it specifically under- 
stood, Mr. Chairman, I am not here pretending to say we are not 
going to show you any particular document. I am sure the contrary 
will be the case. 
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Mr. Reuss. If I may comment on that, the fact is that we have beg, 
after the Development Loan Fund for some time to produce this dogy. 
ment, and we have not gotten it. It is not really comforting to ys t) 
know that you are not refusing this to us from now until eternity 
but that sometime in the sweet by-and-by we might see it. 

My position is, having looked at the laws and at the Executive op. 
ders, and being apprised of the fact that the ICA has cleared this_ 
my position is you have no further shred of authority to withhold it 
and it is not an excuse that you are now busy drawing up regulations 
and improvisations. You should not be wasting your time doing that, 
You should be yielding up the documents which under the existing 
Executive orders are plainly and clearly yieldable. 

Mr. Loomis. I think this, Congressman: Again I want to make 
clear I am not relying on this argument, but it depends on the nature 
of the third-agency documents involved. In this connection, docy. 
ments or cables in many cases received from ICA are in the natup 
of recommendations or advice or opinion to the Development Loan 
Fund, and it is the executive branch position that there is a privilege 


which they can exert with respect to such documents, and not tum 


them over. 

Again I want to make it clear I am not relying on that this mom. 
ing, but citing it as a possible additional authority over what we 
have said. 

Mr. Reuss. I am glad you are not relying on that this morning, 
I wish you would tell me what you are relying on. If you are not 
relying on executive privilege, would you be willing to bring the ICA- 
documents part of the pile? 

Mr. Loomis. I may have trouble. I am not saying to you on the 
basis of executive privilege we do not intend to show you any doct- 
ments. That is all I want to make clear. 

Mr. Reuss. Fine. 

Mr. Loomis. As an additional provision of law or position that 
could be used. 

Mr. Harpy. Let us settle it now. There will be an official written 
request for those documents this afternoon, and I will expect them. 

Mr. Loomis. Fine. 

Mr. Reuss. Let me go on to category No.2. <A provision of Exect- 
tive Order 10501, which I read you a moment ago, referred to classi- 
fied documents. I am informed by counsel that there were other 
documents in your files which are not classified, but which you ar 
refusing to give to this committee on the ground that they originated 
in some third agency. Is that correct? 

Mr. Loomis. I will say this, Congressman: It was our understand- 
ing after talking to Mr. Grant that all documents, whether classified 
or not, originating in the third agency, would be presented to the third 
agency for clearance. 

Mr. Reuss. Let us ask Mr. Grant. Let us talk about the plain 
English of this Executive order which I just read, Les. 

Do you really say that that 7(c) clause applies to unclassified 
information ? 

Mr. Grant. The use of the word “classified” could maintain that. 
Let me say as a matter of courtesy we have asked the third agency 
for clearance, but we have gotten it expeditiously. I think the his 
tory of your relations with our agency would confirm that. 
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Mr. Harpy. We had a little rough spot, but we finally got most of 
the documents we wanted. 

Mr. Reuss. I am not talking about your procedures 

Mr.Grant. Yes. 9 

Mr. Reuss (continuing). Which are not in issue here today. But I 
was asking you as a lawyer, and, like my friend, Mr. Loomis, a darned 
good lawyer, Whether you are seriously attempting to read out of 
Dwight D. Eisenhower's executive order the word “classified” and 
and say it applies to unclassified material as well as classified ? 

Mr. Grant. The answer is clearly no. 

Mr. Revss. And you, Mr. Loomis? 

Mr. Loomis. No. 

Mr. Reuss. Thank you, Mr. Grant. 

Then, Mr. Loomis, do you, or does Mr. Dillon, or does anyone else 
inthe Development Loan Fund have the slightest shred of legal justifi- 
cation for your refusal to turn over to this committee promptly and 
immediately unclassified information in your files, even though it 
does emanate from a third-party agency ; or, in other words, is not your 
refusal to do that—and I am told by counsel you are so refusing—in 
contempt of this committee / 

Mr. Menarace. There has really not been a refusal. Aren’t we 
using that word ; 

Mr. Reuss. We don’t have it, though. 

Mr. Menapace. That is what strikes me about it. I have not been 
in the middle— 

Mr. Harpy. What do you call a refusal? I asked for documents 
for this afternoon and I am not even assured they will be provided. 

Mr. Menapace. I think the reasons have been explained. 

Mr. Harpy. I am not interested in reasons. We have been over all 
this. ICA released the documents, and either they are going to be 
provided or not, and if you don’t provide them, you will be in con- 
tempt of this committee. Maybe I won’t be able to cite you, but I 
would like to. 

Mr. Menapace. It seems to me we are continuously repeating that 
there is a refusal, but there has not been a refusal. 

Mr. Revss. But we don’t have the documents. How can you refuse 
it more? 

Mr. Menapace. It is the question of time and scheduling, working 
outof procedure. It isnota refusal. 

Mr. Perry. If you look at it from the point of Mr. Dillon for the 
moment, wearing whichever hat you wish to assign him, this problem 
really was addressed to him for the first time yesterday. It came 
about in such a way that the problem was presented to him in the form 
of a letter from the chairman. 

Mr. Harpy. It is not my fault that it took you 2 weeks to get to 
him with it. 

Mr. Perry. No, but he feels it is perfectly reasonable to take a 
little while to work out a procedure which will govern the whole gam- 
bit of relationships. I think you asked Mr. Loomis a little while ago, 
is there anything we want to hold back. The answer is “No.” 

Mr. Harpy. I think you are deliberately holding back. 

Mr. Perry. And I am prepared to answer any single question that 
you want to inquire about on any of our loans. The Spanish railway 

48453 7—60 
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loan in particular. We are under specific instructions to answer any 
kind of questions you may wish to ask today: , 

Mr. Harpy. Instructions from whom ? 

Mr. Perry. Mr. Dillon. 

Mr. Harpy. What specific instructions did Mr. Dillon give you? 

Mr. Perry. I told him we would be up here and that the Committee 
would very likely perhaps go into the Spanish loans. 

Mr. Bray. Can you read the documents? You won’t deliver then, 
so you can’t answer any questions we may ask. You can answer only 
any questions if they do not happen to relate to those documents, | 
that correct ? 

Mr. Perry. No, sir. He said speak fully and frankly and freely. 
as we have done before every committee we have been before. : 

Mr. Meaper. You don’t carry in your mind everything that the 
documents would contain, so if we asked you a question and you said 
you don’t know, then that has not given us very much. 

" Mr. Perry. I beg your pardon, Mr. Meader? 

Mr. Meaper. I say, giving you carte blanche to answer questions 
of the committee with respect to the Spanish loan, or any other specifi 
matter, would not mean a great deal unless you had the informatioy 
in your head that the documents contained. That is, all you would 
say is, “I don’t know and I’ll have to get the document.” 

Mr. Perry. I may not be able to answer all of them, but I spent tw 
nights of intensive homework trying to get the answers. 

Mr. Harpy. I want to point out the essentiality of informing the 
Congress. Frankly- I am for withholding every dime of the Develop. 
ment Loan Fund appropriation unless we get all of the information 
that relates to the performance of the agency or agencies, I should 
say. 

Mr. Reuss. If I may just conclude my thought here ? 

Mr. Harpy. Yes. 

Mr. Reuss. I wish, Mr. Menapace, you would convey to Mr. Dillon, 
who I think is a fine public servant and I have great admiration for 
him, today, right after this hearing, my views, which are, one, a 
to matter cleared by the Spanish desk of the ICA, the Development 
Loan Fund through its Chairman, Mr. Dillon, does not have the 
slightest shred of justification for withholding those papers under 
Executive Order 10501. Therefore, they should be yielded up to 
this committee today. 

Secondly, as to category No. 2, those documents, whether they 
originated in ICA or in some other agency such as the State Depart 
ment, which are not classified. There, too, the Development Lom 
Fund and Mr. Dillon do not have the slightest shred of justification 
for withholding those, and those should be yielded up to this com- 
mittee immediately. 

As to the third class of documents, namely, those that are classified 
and which originate with another agency, I don’t think that the staff 
has to spend endless hours devising a procedure with regard to them 
The day that this committee, or any other committee of Congres, 
makes a request on your agency for such classified papers which are 
hence within the purview of section 7 of Executive Order 10501, you 
should promptly, and I should think in the interest of tidiness, in 
writing serve a demand on the originating third-party agency asking 
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them to yield them up, so that this committee knows who is being 
contemptuous of it. Ifitis Mr. Dillon in his Development Loan Fund 
hat, let us know that. If it is Mr. Dillon as Acting Secretary of 
State, let us know that. If itis Mr. Dillon as Coordinator of the ICA, 
Jet us know that; but let us not play this old Army shell game, where 
we don’t know which Mr, Dillon it is. 

I wish you would communicate this to him because I am a great 
supporter of the Development Loan Fund. I believe in your agency 
and 1 want to make it work. 

Let me tell you that the greatest way to make sure it won’t work 
is to play clamlike with Congress and not give us the papers to 
which weare entitled. That is all I havetosay on it. 

Mr. MonacGAan. Just a minute. 

Mr. Chairman, I think Congressman Reuss mentioned a point I have 
had in mind. We have been talking about procedure here. It is 
important. We got bogged down in it a little bit, but I approach this 
question not only from the procedural point of view, but from the 
point of view of the people in my district, who have been critical 
about this program. I approach it with an open mind. In fact, if 
anything, 1 have a presumption in favor of this program. But I 
certainly must say it will be very difficult for me to be satisfied with 
the approach that we are meeting with right at the threshold on a rela- 
tively very minor point. It certainly does not give me confidence and 
it would make it very difficult for me to explain to my people the type 
of program it is. It creates an atmosphere around it which I do 
not think is warranted by the type of program it is, and probably by 
the wav itis performing. 

Mr. Harpy. I think your point is well made. As a matter of fact, 
every member of this committee supported this whole program, in- 
cluding the Development Loan Fund. 

Frankly, it has gotten to the point now, though, where I am so 
skeptical about administrative practices that I think unless we are 
provided with the information to which we are entitled, it should 
be abolished. Maybe some of the rest of you would not go that far, 
but I definitely would. Unless the Congress is given full information 
about these matters, I don’t think that the agency has any right to 
spend a nickel. 

Mr. Loomis. Could I ask you a question, please, Mr. Chairman ? 

Obviously I don’t mean to argue, but I want to understand Con- 
gressman Reuss, and I may say Congressman Reuss and I have been 
friends for long time before he came to Congress. I have great 
respect for him, but I want to understand your third point. 

As I understood it with respect to classified documents, I want to 
understand the committee’s position on this. Is it that we can and 
should go ahead with third-agency clearance of classified documents 
and try to secure that 

Mr. Reuss. I was not trying to speak for the committee, but simply 
giving my own views. 

Mr. Harpy. Let us understand this, Mr. Reuss. I don’t want us 
to get into provisions at this stage, certainly in a session of this kind, 
underlining a procedural matter. The Executive order says it has to 
be cleared. How that clearance is obtained is another matter. But 
if that clearance per se is such as to impede our investigation or make 
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it difficult for us to know what is in the file, then I will serio 
object to any procedure developed. 

Mr. Loomis. Yes, sir. 

Mr. Reuss. I was speaking for myself then. I was not trying to 
outline a procedure for the third category which is in the Executive 
order, except to say that in my opinion this is not a terribly difficy} 
matter, but it involves taking it over promptly to the originating 
agency and saying, “Look, this is what the Hardy subcommittee wants 
to look at. Is there any conceivable reason why you want to try to 
prevent their looking at it?” And I should think that the only reason 
that could ever impel the originating agency to say, “No, let us no 
have them look at them,” is that the document itself is such a sensitive 
top-secret document, the publication of which would have such malign 
effects on our foreign policy that the originating agency would per. 
haps want to come to see Chairman Hardy and explain it and gay, 
“Look. Use this with caution, or can’t we do it in executive session,” 
and so on. 

But I do not think any great complicated procedure is necessary, | 
should think a good, sound resolution to get on the ball and take i 
over and get it cleared is all that is necessary. 

Mr. Loomis. All right, sir. 

Mr. Harpy. I think maybe we ought to return to this fundamental 
problem for just a moment, because apparently there has been some 
confusion by the discussion which Mr. Grant has had with the Develop. 
ment Loan Fund people. 

Mr. Crant’s original statement of the policy which has heen fol. 
lowed in ICA is not entirely consistent with our understanding of 
the manner in which this thing was operating, although it is not 
necessarily in conflict. We had a very definite understanding which, 
as I indicated earlier, was evolved with Assistant Secretary of Defense 
Sprague. And that was worked out by Mr. Sprague with Mr. Saccio, 
who was that time the Acting Director of ICA, or General Counsel, 
I’m not sure which, and I think Mr. Becker, who was at that time 
Legal Adviser to the Department of State. I am certain that there 
was collaboration and understanding on the part of the Office of 
the Secretary of State, and certainly the Director of ICA. There is 
not anything necessarily inconsistent between the manner in which 
Mr. Grant indicated he would operate and the agreement which was 
worked out with Mr. Sprague. 

So far as we have known, there has been no document denied us by 
the Department of Defense, or ICA, or for that matter I don’t know 
whether we have had occasion to go into State since that time. 

Mr. Bray. Yes, sir. 

Mr. Harpy. Have we? 

Mr. Bray. Yes, sir. 

Mr. Harpy. To the best of my knowledge, there has been no third- 
party document which has been withheld from our staff people when 
we have requested a specific file up to right now. Now, if ICA, State 
or Defense have undertaken informal clearance by telephone to make 
available that entire file, that is something that we have no knowledge 
of. That is something that may have been done, but the understand- 
ing that we had was if there was a question of clearance it would be 
worked out after the file had been made available to our staff in order 
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that we could screen or determine which document would be required, 
and not have the necessity of having a great variety of classified 
documents made available, because there is no need for a tremendous 
lot of those documents as far as our work is concerned. ; 

So that the access to the files has not been denied up to now since 
the agreement with Mr. Sprague. If there has been some other little 
operation carried out by the agencies not inconsistent with that policy, 
we have not been aware of it; but, Mr. Grant, you have not refused 
any file we have requested from you. 

Mr. Grant. No, sir. 

Mr. Harpy. Has there been anything screened from us? 

Mr. Grant. No, sir. When you say “anything,” we had discretion 
on the personnel files and evaluation reports, but you are speaking 
now of third-agency documents. 

Mr. Harpy. That’s right. I am talking about third agency. 

Mr. Grant. No. 

Mr. Harpy. So now to have all this argument about the Develop- 
ment Loan Fund, after we have been operating for a period of a 
couple of years on a very satisfactory basis, and have you people go 
over and get this thing all stirred up, puts us in a bad situation. 

Mr. Menapace. I would like to repeat, Mr. Chairman, there has 
been’no refusal as yet. 

Mr. Harpy. Mr. Menapace, I can’t construe it as anything but a 
refusal. 

Mr. Menarvace. There has been no intention of refusal, but it is a 
time feature. 

Mr. Mraper. When does Mr. Menapace think that failure to comply 
with a request constitutes a refusal ? 

Mr. Menapace. I think if you put yourself in a position of a new 
association and one lacking experience in this particular type of 
matter, and if you also take into account the fact that Mr. Dillon 
is a very busy man, and take into account the fact that I am only 
Acting Director and my side of the shop is not concerned with this 
line of business, and I have just come from civil life to the Develop- 
ment Loan Fund a relatively short time ago, and I did not get into it 
so I cannot discuss that side of it—but if you put yourself in our 
position I think you will understand. 

We go to our chairman to get instructions from him. We could 
not get him until yesterday. It is perfectly understandable why we 
cannot get tohim. He isa pretty busy man. 

Perhaps there has been some—perhaps we have not appreciated 
the urgency and need and the time feature, but to us we were acting 
as fast as we could, 

Mr. Mraper. How long have you been in your position, Mr. Mena- 
pace ? 

Mr. Menapace. It is just about a year actually, but it took me a long 
time to catch on to Government operations. 

Mr. Mraper. And how long has Mr. Perry been with the Develop- 
ment Loan Fund ? 

Mr. Perry. I was the first employee. Since October 1957 

Mr. Meaper. And Mr. Loomis? 

Mr. Loomis. One month. 

Mr. Harpy. Mr. Perry has been there long enough to learn all of 
this gobbledygook he has been giving us. 
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Mr. Menapace. I am sure, Mr, Chairman, there has been no intep. 
tion deliberately to delay. 

Mr. Meaper. I would like to have some idea, Mr. Menapace, aboy 
when a failure to comply with a request is tantamount to a refusal, 

Mr. Menapace. Frankly, I have not had the feeling that the time 
pressure was such that there had been a refusal to deliver documents, 
I am learning it for the first time now. I don’t think there was apy 
intention to refuse. We have to clarify a procedure. We haven't any 
procedure in existence. We must know how to proceed. : 

One thing strikes me in coming from a business organization: tha 
a file is an important part of your records, and you don’t disclose filp 
material without knowing what you are doing and getting proper 
authority for it. 

Mr. Harpy. This is a part of the public records. This is the tax. 
payers’ business. 

Mr. Menapace. I appreciate that, and I realize it is a Government 
organization, and fully appreciate what you say about the Develop. 
ment Loan Fund and the need for being understood and conducting 
itself in a businesslike and proper manner. . 

Mr. Meaper. It is shocking to me that the Development Loan Fund 
has been in existence for a couple of years and no committee of Con. 
gress ever asked them for information before. 

Mr. Harpy. That is an important point. What happened when 
other committees asked you for information ? 

Mr. Perry. We have been before the Appropriations Committee 
and the Foreign Relations Committee and they never asked us for 
documentation. It never came up. We had prepared unclassified 
testimony, as I indicated earlier. 

Mr. Meaper. Do you mean this is the first time a committee of Con- 
gress has asked you for documentary evidence on your operations? 

Mr. Menarace. They asked us lots of questions, and as Mr. Perry 
pointed out, we had been before the House and Senate Foreign A fairs 
Committees and we have been before the Appropriations Committees, 

Mr. Mraver. I know. That isin making your presentation in order 
to get authorization or money. 

Mr. Menapace. Yes. 

Mr. Mraper. But haven’t any congressional committees asked you 
for any documentary evidence before this request 

Mr. Perry. No, sir; I don’t think so. I don’t think we have ever 
been asked for a single document other than information which we 
supplied. In the hearings of these other committees, I think we have 
shown loan agreements which have been passed around to the commit- 
tee members, and on one or two occasions they have seen, I think, the 
staff paper, which is the same thing Mr. Woods has seen. They have 
seen that type of thing. 

(The following information was subsequently submitted to the sub- 
committee by the Development Loan Fund :) 

DEVELOPMENT LOAN FUND, 


Washington, D.C., August 25, 1959. 
Hon. Porter Harpy, Jr., 


Chairman, Subcommittee on Foreign Operations and Monetary Affairs, Committee 
on Government Operations, House of Representatives. 

Dear Mr. CHAIRMAN: In going over the transcript of the hearings of August 18, 

1959, before your Subcommittee on Foreign Operations and Monetary Affairs, we 
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been particularly careful to recheck our recollection that we had not been 
Se tad py, nor turned over to, any congressional committee any specific docu- 
ae tion (as opposed to general compilation of information, congressional 
See entation material, etc.) pertaining to DLF activities. 
ae page 72 of the transcript Mr. Perry indicated further that we did wish 

o back to the record on this to be sure. [ ; 

"Te the best of our knowledge, our statements at that hearing on this point 
tand correct. The only possible situation which should be brought to your 
attention in this connection is the following: , . . 
, During the hearings on the DLF before the House Foreign Affairs Committee, 
Mr. Coffin independently, insofar as we know, and not specifically on behalf of 
the Foreign Affairs Committee, did request a detailed briefing by DLF staff 
m DLF operations and policies at the DLF offices. We accommodated this 
nest in two sessions with Mr. Coffin in which we orally, spelled out in detail, 
our methods of operations and our policies. We presented to Congressman 
Coffin a selection of material regarding general policies and operational pro- 
cedures. Furthermore, at his request we selected some individual files on par- 
ticular projects. We did not turn these files over to Mr. Coffin. Instead we 
orally described their contents, showed him several items in them, and gave 
him in at least one case, a brief chronological written summary of the most 
significant events in the course of the consideration, approval, negotiation, and 
implementation of a loan. This was the Pakistan ground water project and 
the summary thereof appears in Congressman Coffin’s statement before the 
House (Congressional Record, April 30, 1959, pp. 6537-6541) describing the 
results of his briefing on and study of the DLF. y 

While this situation does not alter the correctness of our statement, we believe, 
in the interest of providing the fullest information to your committee, that it 
should be brought to your attention. 

Sincerely yours, 
Rosert B. MENAPACE, 
Acting Managing Director. 

Mr. Meapver. You have never had any trouble about giving docu- 
ments to these other committees ¢ 

Mr. Perry. We have given your committee more than any other 
committee asked for. We have internal administrative orders which 
Mr. Reddan asked for which we have here. ¢ 

Mr. Meaper. We are kind of surprised, Mr. Perry. You have been 
around here going on 2 years now, and the agency has been in ex- 
istence, and you have been dealing back and forth with congressional 
committees, and all of a sudden you have to have kind of a spelled-out 
detailed procedure before you can keep on giving information that 
the Congress asks for. 

Mr. Perry. Perhaps we would be laboring the point of procedure. 

Mr. Mraper. If you are going to assure me there is nothing in the 
documents we have asked for that would be embarrassing to the De- 
velopment Loan Fund—— 

Mr. Perry. It is going to be very simple and not very complicated, 
but we felt as prudent people that we ought to check it out with the 
Chairman ofthe Board. Itisreally a 

Mr. Bray. It is only the Hardy committee that requires special 
procedure. 

Mr. Perry. No, sir. 

Mr. Bray. Isn’t that what you have been testifying, Mr. Perry ? 

Mr. Perry. This would arise in connection with any committee. 

_ Mr. Bray. But as a matter of fact, it is only the Hardy committee 
in which it has arisen. 

Mr. Loomis. It is the only one that asked for detailed files. 

Mr. Harpy. The Appropriations Committee never asked you for 
detailed background documents? 
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Mr. Menapace. They asked us for memorandums, which we haye 
made a part of the record. A great many memorandums. 

Mr. Harpy. What do you mean ? 

Mr. Menarace. Information about loans and loss of loans. 

Mr. Harpy. They have never asked you for priority lists ? 

Mr. Menapace. No, sir. 

Mr. Harpy. The only thing they have asked you for is material yoy 
have had to compile specifically for them ? ; 

Mr. Menarace. That is right, but they have the loans and the terms 
of loans and classification and purpose of loans, and what size loans 

Mr. Harpy. And you have never submitted to the Appropriations 
Committees or shown the Appropriations Committees or the Foreign 
Affairs Committee or the Foreign Relations Committee any specific 
documents from your files? 

Mr. Perry. I don’t remember any other than the loan agreements 
which we did pass around. 

Mr. Meaper. They were volunteered and not pursuant to request, 

Mr. Perry. I would have to check the record on this. I have one 
with me today if we have to show it to a committee member, if anyone 
here is interested in seeing it. : 

Mr. Harpy. Mr. Reddan, I believe, asked you to bring with you this 
morning copies of your administrative orders and priority lists. Js 
that correct ? 

Mr. Perry. Mr. Loomis will answer. 

Mr. Loomis. It was understood we would bring copies of the admin- 
istrative memorandum. But there was no request to bring it this 
morning. 

Mr. Reppan. Pardon me. I specifically requested you bring admin- 
istrative orders and the priority lists. I specifically requested that last 
week in your office. At that time I did not know that this Executive 
order was going to be brought into the picture. 

Mr. Loomis. I will accept the blame then. Mr. Reddan. It was not 
my understanding. It was my understanding you wanted adminis- 
trative memos today. 

Mr. Reppan. Mr. Atkeson was present. 

Mr. Harpy. All right. 

Mr. Loomis. I thought priority lists were matters of investigation 
by Mr. Woods, and there was no request made for them today. 

Mr. Harpy. Let us understand it. Did you bring the administrative 
memos with you ? 

Mr. Loomts. Yes, sir. 

Mr. Harpy. Will you submit them now ? 

Mr. Perry. There is also the memo which covers additional infor- 
mation. 

Mr. Reppan. This is a complete set of the administrative orders! 

Mr. Perry. You had better explain the orders. 

Mr. Loomis. Mr. Chairman. we have discussed one of the memos 
with Mr. Reddan. I would like to go off the record, if I could, with 
you. with respect to that one memo. 

Mr. Harpy. Is there something classified in it ? 

Mr. Loomis. There is a reason. There are certain things about 
it we would like to make known to the committee off the record, if you 
would. 
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Mr. Harvy. You have to recognize the fact that this is an open 
session and that the press is present. Would any purpose be served 
by going off the record ¢ 

Mr. LooMIs. I think a very definite purpose. Yes, sir. 

Mr. Harpy. You cannot discuss it in open session ? 

Mr. Loomis. We have a document here which we certainly want 
the committee to be aware of, but we don’t want the gener: al public 
to be aware of it. Yes. sir. j : 

Mr. Harpy. Then you would not want to do it except in execu- 
ive session. 
aie Loomis. Yes,sir. If we could do that 

Mr. Perry. I think if the people who are here from the press would 

iust forget about it. We don’t want it written up in the prem. 

Mr. Meapver. But don’t forget, you are in open session and you 
can't ask everybody to forget it. Present it either to the staff or to 
us in executive session, or for the committee's files. But you ae do 
it in pub ie and then na people to forget they heard it. 

Mr. Loomis. We discussed it generally with Mr. Reddan and he 
advised us to bring the entire file here. If we could go into executive 
session, I would like to arrange some procedure where we can pre- 
serve the nature of this document and disclose everything to the com- 
mittee. We feel great harm could be done if that were made known. 

Mr. Harpy. I think that document carries merely an official use 
only classification. 

Mr. Perry. We want to make it clear we are trying to give it to 
the committee and have no objection to it whatsoever, and do not want 
to delay you. 

Mr. Harpy. You don’t know how much I appreciate your use of 
that word “delay.” Maybe we will get to a point where we will 
understand each other. 

Mr. Perry. Let me say parenthetically, Mr. Bray called on me 
very, very shortly after I went over to the Development Loan Fund. 
We had a series of very pleasant and I will say delightful conversa- 
tions with Mr. Reddan and Mr. Woods. We are really looking for- 
ward to a cordial relationship with the committee, because we are 
proud of our record and we are anxious to tell you. 

Mr. Harpy. We will give you a forum in which to display it and 
we want all of the skeletons as well as these big fat boys. 

Mr. Perry. I won’t say we haven't made mistakes, because no one 
bats 100 percent, but I don’t think we have any skeletons. I was 
prepared to describe to you some of the ways in which we feel we 
need to improve our oper: itions. We are not satisfied that we are 
doing as good a job as we should be. 

Mr. Harpy. Turning to the administrative memos, when the ques- 
tion of furnishing them originally came up, the documents you referred 
toa while ago are ones you did not want to furnish. Isn’t that correct ? 

Mr. Perry. I don’t understand you. Tm sorry. 

Mr. Harpy. I have had some discussion with the staff over this par- 
ticular problem. You originally preferred to withhold those from 
submission. Isn’t that correct ? 

Mr. Loomis. Is that with respect to No. 2? 

Mr. Harpy. The one classified, official use only. I think I ean 
understand the reason why you do not want to make it public. 
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Mr. Loomis. Yes. 

Mr. Harpy. But I want to be sure. 

Mr. Loomis. Go ahead. 

Mr. Harpy. You are not in a position where you are trying ty 
conceal it from the committee. 

Mr. Loomis. No, sir. We showed it to Mr. Reddan the other day 
Not in the slightest. : 

Mr. Harpy. Is the compilation which we have here a complete cop. 
pilation of the administrative memos? There is nothing lacking in jt} 

Mr. Loomis. No, sir. Nothing lacking. It is a complete set. 

Mr. Reppan. It also includes the complete loan officer’s handbook 
or guide? 

Mr. Loomis. That is correct. 

Mr. Harpy. Isthere anything further ? 

Mr. Monacan. No, sir. No questions. 

Mr. Harpy. We have not gotten to the point we originally calle 
this meeting for at all. 

Mr. Parry. Mr. Chairman, both Mr. Menapace and I are scheduled 
to appear before the Senate Appropriations Committee tomorroy 
morning. 

Mr. Harpy. Could you meet with us tomorrow afternoon ? 

Mr. Perry. Well, when we were before them on the supplemental 
the hearing ran on into the afternoon. When Mr. Dillon had his 
original kickoff session with them it lasted until about 1 p.m. Tobe 
safe, it might be better to schedule it another day, although we, of 
course, are at your disposal. 

Mr. Harpy. Well, we have our problems too. 

Mr. Perry. We could schedule it for late in the afternoon and I 
am sure it will be all right then. 

Mr. Harpy. We will schedule it for 2:30 tomorrow afternoon. If 
you are delayed, I will ask that you give us a call so that we will bk 
able to notify the committee. 

Mr. Perry. Fine. I would like to make it quite clear that Mr. 
Dillon meant absolutely no discourtesy and either Mr. Loomis or I 
should have made it much clearer to you that he could not possibly 
come up. 

Mr. Harpy. Mr. Perry, I don’t think you are competent to pass on 
that. Mr. Dillon had an opportunity subsequent to my discussion 
with Mr. Macomber if he had seen fit to make any more direct 
acknowledgment. Certainly, insofar as that aspect of it is concerned, 
you cannot comment on it. 

Mr. Perry. All right, sir. I will let it stop there. I can comment 
on the fact that he understood that someone who was at that. meeting 
was going to be in touch with the committee the next. hour or so to 
indicate that he could not come. 

Mr. Harpy. I am always pleased when my subordinates try to take 
the blame off of me. So, Mr. Dillon ought to be pleased with that. 

Let the committee stand adjourned and we will try to reconvene 
tomorrow at 2:30. 

Mr. Perry. Can I ask one more question ? 

Our original plan had been to discuss procedures and get into ques 
tions of loans, and this had been in my area of operations of the 
Development Loan Fund, and so the original plan was that I would 
come up. Would you need Mr. Menapace tomorrow afternoon! 
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Mr. Harpy. I do not think so, if you are competent to do that. 

Mr. Perry. Well, we will let you judge that later on. 

Mr. Harpy. Before we adjourn, I think maybe we had better try 
if we can—and I don’t know whether we can—to clear up this matter 
of when we are going to get a definite answer as to whether or not 
we are going to get these documents. 

Now, clearly, if Mr. Dillon holds the key and if he comes up with 
some procedural matter that is going to impede the subcommittee, 
then we are not going to accept it very kindly. If he is out of town 
and unavailable, I don’t know how we are going to resolve it in his 
absence. ‘The committee certainly should not be put in the position of 
awaiting the pleasure of administrative personnel to determine 
whether or not, or when and under what conditions, we are going to 
be permitted to see the documents that we are expected by law to see. 

Mr. Meaper. Couldn’t I ask Mr. Menapace to follow it up, as to 
when a failure to deliver information becomes a refusal? To your 
knowledge, on this matter that was discussed at this conference yes- 
terday, do you think you could resolve that question and give the 
committee a yes or no answer by the time this hearing is set to resume 
at 2:30 tomorrow afternoon. 

Mr. Perry. I think we have every hope that it can be done. Mr. 
Menapace was not at the meeting. 

Mr. Meaper. Oh, you were not ? 

Mr. Menarace. No, sir. 

Mr. Mraper. You don’t see any reason why, because of any pro- 
cedures you may have to complete, you could not produce either a 
priority list we asked for, or else give us the reasons why you cannot 
by 2:30 tomorrow afternoon ? 

‘Mr. Perry. That is correct. 

Mr. Harpy. Mr. Dillon will be gone and if it is unacceptable to us, 
what course of action will be open to the committee ? 

Mr. Loomis. Don’t presume anything. 

Mr. Harpy. How can I do anything but presume? You people 
come up here and button up and blame it all on Dillon, and he is not 
here. 

Mr. Loomis. Mr, Chairman, I can have only one answer at a time. 

Mr. Harpy. Your answers today haven’t always been particularly 
good. 

Mr. Loomis. They have been the best I can give. 

Mr. Perry. I must say we are making every effort. 

Mr. Harpy. I wish I could be sure of that. We tried to get some 
definite answer on this matter last Friday and Saturday and yesterday, 
and you came up this morning and we are still where we were 2 weeks 
ago. 

Mr. Perry. Well, Mr. Dillon is concerned over the coming visit of 
the President, and Mr. Herter is down in Latin America. I have the 
greatest admiration for him. I don’t see how he does the tremendous 
work he does. 

Mr. Meaper. I think it is an imposition on him for you to use him 
as a basis for not doing your job. 

Mr. Harpy. That is exactly the point. As much as he has to do, 
why should you ask him whether or not you can give us priority lists 
which the law says you should give us? 

Mr. Menpapacr. He is the Chairman of our Board. 
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Mr. Harpy. The President of the United States is the top executiye 
oflicer. Why didn’t you ask him ? 

Mr. Menapace. It is a little different than that. Dr. Dillon per. 
sonally follows everything we do. He considers the operations of the 
Development Loan Fun as a very, very important part of his: ACtIVities, 

Mr. Harpy. Maybe we ought to ask the President if he would 
arrange it. 

Mr. Menapace. I think it is quite natural in the absence of a Map. 
aging Director we s should go to our Chairman. I think we should gp 
to him in any case on a matter of this kind, especially given the fae 
that we have not had experience in it and we are new in it and have po 
precedents to work on. 

Mr. Meaper. Do you think this session this morning, Mr. Menapace, 
helped to clear away some of the cobwebs and doubts / 

Mr. Menarace. It has been extremely helpful, of course. The note 
I would like to inject is, I think that the chairman and other members 
here, when they ‘alae to our —— to button up, I think have q 
misconception of our attitude, because we certainly have no intep. 
tion of not cooperating with the committee. On the contrary, we have 
every intention of cooperating to the fullest extent, and I would like 
to repeat that. I think it is very important. I would like to get jt 
through to you so far as I could. 

Mr. Meaper. Would you agree with Mr. Perry’s statement that he 
thought all of these questions could be resolved. by the time Vou got 
up here tomorrow afternoon / 

Mr. Mexapacr. From what | know Mr. Perry and Mr. Loomis 
told me, wouldthink so. Yes, sir. 

Mr. Loomis. We can certainly assure the committee every effort 
will be made. 

Mr. Harpy. You are Managing Director of the Development Loan 
Fund? 

Mr. Menarace. Acting. 

Mr. Harpy. That is your decision now, isn’t it? You are the top 
one as of the moment ? 

Mr. Menapace. That’s right. 

Mr. Harpy. You are the top knocker there ? 

Mr. Menapacr. Yes, sir. 

Mr. Harpy. Mr. Dillon is the boss, but he is the Chairman of the 
Board. 

Mr. Menapacr. Yes, sir. 

Mr. Harpy. He is going out of town tomorrow. Who will be the 
acting Chairman of the Board ? 

Mr. Menaracr. He has two alternates. Mr. Mann would be one 
alternate. 

Mr. Harpy. Who is he? 

Mr. Menapacr. Assistant Secretary of State for Economic Affairs 

Mr. Harpy. Mr. who? 

Mr. Menapace. Thomas C. Mann, Assistant Secretary of State for 
Economic Affairs. 

Mr. Harpy. That being the ease, if Mr. Dillon gives us an unsatis- 
factory answer then we can ask Mr. Mann tocome up here ? 

Mr. Menpapace. I presume so. Yes, sir. 


M 
Boa 
M 
M 
M 
M 
M 
by t 
to sé 
M 
M 


p.m. 


ClUtive 


Nn per- 
Of the 
IVities, 


would 


ud go 
he fact 
AVE No 
apace, 
he note 
embers 
have a 
- inten. 
ve have 
ld like 


) get it 


that he 


vou fot 
la OMNIS 
Vv effort 


it Loan 


the top 


1 of the 


1 be the 


| be one 


A ffairs, 


state for 


unsatis 


DEVELOPMENT LOAN FUND 30 


Mr. Harpy. And he would actually be the acting Chairman of the 
Board ¢ 

Mr. Menapace. Yes, sir. 

Mr. Harpy. I am glad to get that clear. 

Mr. Perry. Isn’t that right, John ‘ 

Mr. Loomis. Yes. | 

Mr. Harpy. So we are going to expect to have a conclusion reached 
by tomorrow afternoon, and we are going to depend on you gentlemen 
to see that it is a satisfactory conclusion from our standpoint. 

Mr. Menapace. We will certainly do our best. 

Mr. Harpy. The subcommitee stands adjourned. 

(Whereupon, at 12:10 p.m. the hearing was adjourned until 2:30 
p.m. the following day, Wednesday, August 19, 1959.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


WEDNESDAY, AUGUST 19, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON ForEIGN OPERATIONS 
AND Monetary AFFAIRS OF THE 
ComMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 3:10 p.m., in 
room 304, Old House Office Building, Hon. Porter Hardy, Jr. (chair- 
man of the subcommittee), presiding. : 

Present: Representatives Porter Hardy, Jr., John S. Monagan, and 
George Meader. 

Also present: John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr, counsel; M. Q. Romney, counsel; Walton Woods, staff investi- 
gator; and Phyllis M. Seymour, clerk. 

Mr. Harpy. Let the subcommittee come to order. 

At the conclusion of the session yesterday morning, there was pend- 
ing an unfulfilled request of this subcommittee for documents relating 
to Development Loan Fund priority lists. We were advised that a 
letter would be forthcoming from the Acting Secretary of State out- 
lining a procedure for the handling of documents to which the com- 
mittee seeks access. It was expected that the procedure would be 
submitted to the committee by the beginning of this meeting. 

About 6:15 last night, a messenger arrived at my oflice and brought 
a number of copies of documents, purporting to be the files relating to 
the priority assignments with respect to Spain and Yugoslavia. We 
have a list of those documents. I don’t recall exactly how many of 
them there are. Although a letter from Mr. Dillon had been received 
at my office, still I did not receive it until about the same time, be- 
cause I had just gotten back from the floor, and I think we should 
have that letter read into the record at this point. 

Mr. Reddan, will you read Mr. Dillon’s letter? 

Mr. Reppan. The letter is dated August 18, 1959, and is addressed to 
the Honorable Porter Hardy, Jr., chairman, Subcommittee on For- 
eign Operations and Monetary Affairs, Committee on Government 
Operations, House of Representatives, and reads as follows: 

Deak Mr. CHAIRMAN: I am in receipt of your letter of August 17, 1959, with 


reference to your study of the operations of the Development Loan Fund and 
procedures to be followed in that connection. 

The executive branch of the Government is, of course, most anxious to co- 
operate with congressional committees in carrying out their responsibilities. 
The executive branch must do so, however, in a manner consistent with its rec- 
ognized constitutional duty and power with respect to the disclosure of docu- 
ments and information. It is accordingly the policy of the Department of 
State to disclose documents in its files to congressional committees only after 
review by appropriate officials of the Department and, as appropriate, by other 
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originating agencies. It is my understanding, which I have confirmed, that the 
policy of the Department of Defense is the same. This policy will also be fol. 
lowed by the Development Loan Fund. 

We have reviewed, or are in the process of reviewing, the documents jn the 
files of the Development Loan Fund dealing with the priority accorded loan 
applications in Spain, Yugoslavia, Greece, Turkey, Israel, and Jordan, which 
documents your subcommittee has requested. The review has been completed 
in the cases of Spain and Yugoslavia and such documents are being furnished 
for examination by the staff of your subcommittee. We will advise you promptly 
upon the completion of our review of the documents relating to the other coun- 
tries mentioned above and of the documents in the Renfe loan file which I under. 
stand you have also requested. We are proceeding with the review as Xpe- 
ditiously as possible. The Renfe loan agreement and the final staff paper op 
that loan have already been furnished to you. While the loan files of the De. 
velopment Loan Fund are active files and are in daily use, we will be glad, after 
complying with the procedures outlined above, to make arrangements for exami. 
nation by your staff of the loan files in which you are interested at the offices 
of the Development Loan Fund. 

For your information, in the cases in which our review has been completed, 
it has been determined that no documents need be withheld. 

Sincerely yours, 
Dovetas DILLon, Acting Secretary. 


Mr. Harpy. Now, Mr. Reddan, read my reply to Mr. Dillon. 

Mr. Reppan. This is a letter dated August 19, 1959, addressed to 
Hon. C. Douglas Dillon, the Under Secretary, Department of State, 
Washington, D.C., and it reads as follows: . 


Dear Mr. SecreTARY: I have your letter of August 18, relative to the avail- 
ability of Development Loan Fund documents for study by my subcommittee in 
discharge of its lawful function. I regret that you have seen fit to disregard 
the procedure which I suggested in my letter of August 18, which proved to be 
a workable arrangement in an identical situation which arose approximately a 
year ago. As you know, the Department of State, the Department of Defense, 
and my subcommittee were parties to this agreement. 

Although I recognize no right within the executive branch to withhold any 
of the documents we have requested, I do understand that a review for the purpose 
of determining which documents have been transmitted may be useful to the 
agency. I feel, however, that under your present suggestion resulting delays 
might exceed any reasonable time periods and seriously impede the work of 
our subcommittee. Indeed, delay can be extended to a point which is tanta- 
mount to a denial of information. I think also the application of practical com- 
monsense will necessitate the finding of a simpler mechanical procedure. As our 
study progresses the number of files and documents to which we must have ac- 
cess may increase substantially, and you may find that your procedure is un- 
necessarily cumbersome, burdensome, and expensive. 

I am enclosing a copy of a letter sent today to the Acting Managing Director 
of the Development Loan Fund requesting all Fund files relating to loans and 
loan applications of Spain, Yugoslavia, Greece, Turkey, Israel, and Jordan. 
This information is needed for study and evaluation prior to a proposed trip by 
subcommittee members to these countries, which will start about 3 weeks from 
today. In order that the material may be useful to the subcommittee, it is essen- 
tial that we receive these documents promptly, and perhaps this occasion will 
serve to test the practicality of your suggestion. 

Sincerely yours, 
Porter Harpy, Jr., Chairman. 


Mr. Harpy. Now, Mr. Reddan, read the letter which is going to 
Mr. Menapace. 

Mr. Reppan. This is a letter dated August 19, 1959, addressed to 
Mr. Robert B. Menapace, Acting Managing Director, Development 
Loan Fund, Washington, D.C., and reads as follows: 

DEAR Mr. MENAPACE: I request that you make available to the subcommittee 


staff all files and papers of the Development Loan Fund relating in any way 
whatsoever to loans or loan applications or any other activity of the Fund in or 
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lating to the countries of Spain, Yugoslavia, Greece, Turkey, Israel and Jor 
pre This request includes, but is not limited to, all official internal documents 
ae Fund, such as diaries, appointment calendars and minutes and/or tran- 
« ati of the Board of Directors, together with all reports, recommendations 
sc : : 
and decisions of the Board. ' 
This information is required for study and evaluation prior to a proposed 
isit of subcommittee members to the aforesaid countries, commencing about 
s-qeeks from this date. Any delay in providing this information will seriously 
hamper the subcommittee in pursuing its responsibilities to the Congress. In 
oppectioD with these files, a statement should be submitted certifying that each 
C ‘ 

: yhy not. 

‘ie is complete, or if not, wh) ' 
ee members will be at the office of the Development Loan Fund on Mon- 
day August 24, at 9 a.m., to commence examination of these files. 

"Sincerely yours, a 

PorTER Harpy, Jr., Chairman. 

Mr. Harpy. Mr. Perry, are you authorized to receive this letter for 

transmittal to Mr. Menapace 4 


STATEMENT OF HART PERRY, DEPUTY MANAGING DIRECTOR, 
DEVELOPMENT LOAN FUND; ACCOMPANIED BY JOHN LOOMIS, 
GENERAL COUNSEL; ROBERT MOORMAN, CHIEF ENGINEER; AND 
TIMOTHY ATKESON, ASSISTANT GENERAL COUNSEL 


Mr. Perry. Yes, sir. 

Mr. Harpy. I had hoped that there would be a representative of 
the Department of State here who would be authorized to receive the 
letter to Mr. Dillon for transmittal. Is there no representative of the 
Department of State here ? 

(No response. ) 

Mr. Harpy. In view of the fact that Mr. Perry had, according to 
Mr. Macomber, been empowered to advise the subcommittee on yes- 
terday, on Monday 

Mr. Maver. Mr. Loomis, wasn’t it ? 

Mr. Harpy. No, Mr. Perry. 

Mr. Perry. Mr. Macomber said Mr. Perry. 

Mr. Harpy. Mr. Macomber said Mr. Perry was authorized to advise 
the subcommittee that Mr. Dillon would not attend the meeting yester- 
day. So it occurred to me that it would be permissible to deliver this 
letter for Mr. Dillon to Mr. Perry for transmittal to Mr. Dillon, since 
there is nobody from the Department of State here. I inquired of 
Mr. Cottman in Mr. Macomber’s office as to the permissibility of that, 
and Mr. Perry is not authorized to receive the letter for Mr. Dillon, 
although he was instructed by Mr. Dillon to advise the committee that 
Mr. Dillon would not attend the hearing. 

Now, this is going from the sublime to the ridiculous. 

Now, a few questions come to mind in connection with the letter 
from Mr. Dillon that I would like to dispose of before we get into 
something else. 

Did either of you participate in the preparation of that letter? 

Mr. Loomis. Well, I think—— 

Mr. Harpy. You can answer that “Yes” or “No.” Let me ask you 
one at a time. } 

Did you, Mr. Loomis, participate in the preparation of that letter? 

48437604 
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Mr. Loomis. I did not. None of these words are mine. At Various 
times during the drafting of it I was aware of certain provisions that 
were under discussion. 

Mr. Harpy. Maybe I will have to define “participate.” 

Mr. Loomis. That was my entire problem, Mr. Hardy. 

Mr. Harpy. Do you know what “participate” means? 

Mr. Loomis. Well, I have had phot in this connection, My 
Hardy. ! 

Mr. Harpy. Let me ask Mr. Perry. Did you participate jn th 
preparation of this letter in any manner whatsoever, by thought, 
expression, the suggestion of words, or in any way—collaboration{ 

Mr. Perry. Yes, sir. I saw it in draft form before it was pre- 
sented to Mr. Dillon. I made no—— 

Mr. Harpy. Did you make any suggestions in that connection? 

Mr. Perry. I made no contribution to it whatsoever. 

Mr. Harpy. You made no contribution to it either before or after 
it was written ? 

Mr. Perry. To the letter, no, sir, I did not. 

Mr. Harpy. Your contribution then was exclusively to the decision 
of the procedure ? 

Mr. Perry. That is correct, sir. 

Mr. Harpy. And what was your contribution to that? 

Mr. Perry. In the general discussion that took place with respect 
to the procedure, I raised no objection. I believe it was my sugges. 
tion that we make available office space. 

I must correct myself. I did add something to the letter. I’m 
SOrry. 

Mr. Harpy. What did you add? 

Mr. Perry. I added—I did not add it myself, but I suggested the 
addition of the paragraph or the sentence which had to do with our 
making space available in our offices for the staff to work on the files, 

Mr. Harpy. That was a very helpful suggestion, incidentally, 
When did you first see the draft of the letter? 

Mr. Perry. I saw it yesterday afternoon. 

Mr. Harpy. Were you present when it was dictated ? 

Mr. Perry. No, sir. 

Mr. Harpy. When any draft of it was dictated ? 

Mr. Perry. No, sir. 

Mr. Harpy. Now, Mr. Loomis, I want to ask you: Did you partici- 
pate in any manner whatever, by expression, suggestion, or otherwise, 
in the preparation of that letter? 

Mr. Loomis. No, sir; I did not. 

Mr. Harpy. You had nothing to do with it? 

Mr. Loomis. I knew it was going to be sent, sir. I did not partici- 
pate in it. 

Mr. Harpy. But you had nothing to do with the content of it? 

Mr. Loomis. I would say not, sir. 

Mr. Harpy. You are the general counsel of the Development Loan 
Fund, aren’t you? 

Mr. Loomis. That is entirely right, sir. 

Mr. Harpy. Still you were not consulted ? 1 

Mr. Loomis. Well, Mr. Dillon apparently has his own way of writ- 
ing a letter. He did not ask me to write this letter for him, I say it in 
all honesty. 
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Mr. Harpy. Are you testifying that Mr. Dillon dictated that letter? 

Mr. Loomis. I donot know, sir. That I donot know. 

Mr. Harpy. Do you know who dictated the letter, Mr. Perry ? 

Mr. Perry. I was not there when the letter was prepared. I par- 
ticipated in the discussion that led up to the content of what went into 
the letter. The drafting took place subsequent to the meeting. The 
only thing I added to it was the one part which I mentioned. 

Mr. Harpy. Had there been a draft already drawn before you added 
your suggestion? 

Mr. Perry. Yes, sir. 

Mr. Harpy. Who had prepared the draft that was before you at that 
time? a 

Mr. Perry. I honestly don’t know who dictated the initial draft 
of it, 

Mr. Harpy. With whom did you discuss it? 

Mr. Perry. I discussed it with Mr. Robert Krones. 

Mr. Harpy. Wasanybody else present ? 

Mr. Perry. Well, there were lots of people around. I mean 

Mr. Harpy. Do you mean you were having a free-for-all there and 
you and Mr. Krones were doing your business entirely apart from 
what was going on ? 

Mr. Perry. No, sir. I was consulting with Mr. Claxton with re- 
spect to our appearance today before the Senate Appropriations Com- 
mittee. Mr. Krones came in with the draft and—— 

Mr. Harpy. Wasastenographer present? 

Mr. Perry. No, sir. 

Mr. Harpy. Was any part of that letter dictated while you were 
present / 

Mr. Perry. My addition was written out in longhand. There was 
no stenographer. 

Mr. Harpy. It was written out in longhand? 

Mr. Perry. Right; and then copied. 

Mr. Harpy. Was a portion of it changed then while you were pres- 
ent? Was your thought added to it ? 

Mr. Perry. My thought was added to it in 

Mr. Harpy. In your handwriting? 

Mr. Perry. In my presence. Not in my handwriting. No. 

Mr. Harpy. Who wrote it ? 

Mr. Perry. Mr. Krones. 

Mr. Harpy. Who had the responsibility for assembling the docu- 
ments that were sent up last night? 

Mr. Perry. It was done under Mr. Loomis’ general responsibility. 
He did not actually select the documents himself. He was the one 
who supervised the reproduction and made sure it was delivered. 

Mr. Harpy. Mr. Loomis, explain to us how this selection of docu- 
ments was made. 

Mr. Loomis. Mr. Chairman, in connection with the documents with 
respect to the country of Spain, it is my understanding—I was not 
there at the time it was actually done, but it is my understanding that 
the selection was made by Mr. Max Obst, who is a loan officer for Spain. 

Mr. Harpy. There is a statement in Mr. Dillon’s letter, and I will 
read it, the last sentence in Mr. Dillon’s letter, which says: 


For your information, in the cases in which our review has been completed— 
that is Spain and Yugoslavia, I take it ? 
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Mr. Loomis. Yes, sir. 

Mr. Harpy (continuing) : 
it has been determined that no documents need be withheld. 

Now, I ask you, were any documents withheld ? 

Mr. Loomis. No, sir. 

Mr. Harpy. The documents that were sent to us last night were 
all of the documents which related to loan priorities in Spain and 
Yugoslavia ? 

Mr. Loomis. I will say to my knowledge that is correct, and IT haye 
no reason to believe otherwise. Those were certainly the instructions 

Mr. Harpy. I want specific testimony about that. You have already 
testified that you were not present, so how can you testify as to 
whether they are? 

Mr. Loomis. I say, to my knowledge. I do not know of any extrac. 
tions or deletions. 

Mr. Harpy. I don’t want your testimony when you testified you 
were not present. 

Mr. Loomis. All right, sir. 

Mr. Harpy. You have no personal knowledge then? 

Mr. Loomis. That is correct. 

Mr. Harpy. Did you make the representation to the Acting Seer. 
tary of State that they all were there? 

Mr. Perry. No,sir. I did. 

Mr. Harpy. Where did you get your knowledge? 

Mr. Perry. I asked the loan officer if he had pulled every single 
cable list on priorities and the answer was “Yes.” My instructions 
were to 

Mr. Harpy. Who was the loan officer ? 

Mr. Perry. Mr. Obst. 

Mr. Harpy. Is Mr. Obst here ? 

Mr. Perry. Mr. Obst has just arrived. 

Mr. Harpy. Mr. Obst, come down here. Sit down here and havea 
seat next to Mr. Perry. 

I have an announcement to make. We have just gotten a call back 
from Mr. Macomber’s office—Mr. Cottman—who says now Mr. Perry 
is authorized to receive the letter for Mr. Dillon. I don’t know whether 
to make that delivery. I don’t believe J will. I think it ought tobe 
authorized in writing. I don’t think J will allow you to make that. 





STATEMENT OF MAXWELL OBST, SPANISH DESK OFFICER, 
DEVELOPMENT LOAN FUND 


Mr. Harpy. Mr. Obst, how long have you been with the Develop- 
ment Loan Fund? 

Mr. Orst. Approximately 1 year. 

Mr. Harpy. Give the committee the benefit of a brief biographical 
background. 

Mr. Opssr. I was previously with ICA, and its predecessor agencies. 

I began in 1950, with ECA, and I was in Europe in the regional 
office we had in Paris. My last position in Europe was the post of 
deputy U.S. representative on the Managing Board of the European 
Payments Union. From there I rotated back to ICA/Washington, 
became a desk officer, and then transferred over to DLF a year ago. 
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Mr. Harpy. E uropean Payments Union, was that in ICA ? 

Mr. Orssr. Yes; ICA held the representation on that body until 
about 2 years ago, when it was transferred to the State De -partment 
proper. : 5 re ; 

Mr. Harpy. Would you indicate where you are from originally in 
the United States ¢ 

Mr. Osst. Yes; I was born in New York City—would you like 
something of my education ? 

Mr. oe. Yes. 

Mr. Onstr. I have a master’s degree in economics from the Uni- 
versity of C hicago. I have completed all the work for the Ph. D., 
except for a thesis. 

Mr. Harpy. Now, let’s get down to the matter at hand. 

What did you have to do with the assembling of the documents sent 
to us last night ? 

Mr. Ozstr. If they are the same documents I got together—— 

Mr. Harpy. Show them to him [handing to the witness] 

Mr. Osst. [I wrote a memorandum and I pulled out of the file the 
documents, the cables, that is, and I believe one memorandum. 

Mr. Harpy. Is there a list of the documents there ? 

Are they the documents 4 

Mr. Ossr. Yes; these are—I think they were almost all cables, ex- 
cept for one memorandum, if I recall correctly. 

Mr. Reppan. Excuse me; I did not hear you. 

Mr. Orsr. I say I did myself go to the file and pull out the cables 
and one memorandum. 

As I recall, there was only one, although there were lists too, from 
the Spanish Government, and I think the messages which came from 
the mission, that I pulled out were all cables. And I did it, in response 
to Mr. Perry’s request. 

Mr. Harpy. You are sure you got them all? 

Mr. Ozsr. No; I have not been asked that question. 

I did not take all the documents out of the file that might conceiv- 
ably have borne on this question, for two reasons: One, it did seem to 
me that my memorandum with attached documents gave a complete 
story and that is all I was asked to do, to tell the story 

Mr. Harpy. Who asked you to tell the story ? 

Mr. Ozsr. That is what my understanding was. 

Mr. Harpy. Where did you get that underst: inding ? 

Mr. Osst. From Mr. Perry 

Mr. Harpy. Mr. Perry told you you did not need to get all the 
documents ? 

Mr. Ossr. No. I did not say that. 

Mr. Harpy. Let’s get this clear. What did you s: ay. Weare getting 
toa key point. You have put the Secretary of State in the position 
of telling me in a letter that he has given me every document relating 
to this subject and now you tell me that is not true? 

Mr. Onst. Nobody ever asked me in quite that specific fashion be- 
fore whether I pulled out all the documents. We normally get quite 
a bit of responsibility on our own and T was asked to tell the story 
and I told the story and IT didn’t use all the documents. I had two 
reasons for not using them all. 

Mr. Harpy. Let us have them. 
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Mr. Opgstr. One reason was that I felt, as I said before, I thought the 
story came clearly enough from the ones I did put in and the second 
reason what that there was—I knew, although I didn’t know the dig. 
cussions going on about it, I knew there were questions about which 
documents were proper to be given to the committee and which might 
not be. I knew this was in issue. 

Mr. Harpy. So you were exercising your judgment as to the pro- 
priety of giving documents to this committee? Answer that. Yoy 
just said you knew that question came up. Is that what you wer 
doing? 

Mr. Osst. Well, the only documents I did not send— 

Mr. Harpy. You have made a liar out of the Acting Secretary of 
State. ; 

Mr. Orstr. The only documents I did not put in were—— 

Mr. Harpy. I should modify that. You have caused a statement 
which the Secretary of State made to me to be false. 

Now, Mr. Perry, you have heard this testimony up to now and you 
said that the Secretary of State based his statement on what you told 
him. Where does that put you? 

Mr. Perry. It puts me right in the middle. I will assume full re. 
sponsibility. 

Mr. Harpy. That doesn’t do any good. Talking about assuming 
full responsibility. This is a perfect example of what the problem 
is. Here we have a subordinate way down the line exercising his 
judgment and telling a committee of Congress what we shall see and 
what we shall not see. On the basis of the information you gave him, 
the Acting Secretary of State sends me a letter telling me that he has 
given me all the documents, that he has withheld nothing. 

Mr. Mraper. Mr. Chairman, might it be appropriate to ask Mr 
Perry what instructions he did give? 

Mr. Perry. I can’t remember precisely. I thought I had asked him 
to pull out every single document. Now apparently Mr. Obst—— 

Mr. Mraper. You didn’t tell him to pull out just enough documents 
to tell astory ? 

Mr. Perry. No, sir, I said, as I recall, they wanted the full story 
on the priority lists with regard to Spain and I had understood that 
he understood, that it was clear the committee wanted to see the doct- 
ments. I understood he was going to make available all the documents, 
Now it is obvious he did not understand it. I will assume the r- 
sponsibility for not having given a clearer—— 

Mr. Harpy. The horse is out of the barn. Now it might be of 
interest to you to know that I knew all the documents were not iI- 
cluded, because, as a matter of fact, I have a rather important doct- 
ment that was not included in the files received yesterday from DLF 

Mr. Mraper. I would like to ask Mr. Obst something. He was about 
to say something about passing judgment on the propriety of giving 
documents to the committee. 

Do I understand from that statement, Mr. Obst, you intentionally 
withheld from the documents you gave to the committee some that 
you thought the committee might want but that you didn’t think 
they ought to have? 

Mr. Ozst. To answer very frankly, the question was never really 
very clear. I understood at first that all that was wanted were the 





lists 
sibl; 
mitt 


thos 
mea 
tern 
M 
wit! 
M 
Fun 
doct 
M 
doct 
call 
put 
any! 
M 
orde 
for : 
wer 


my 
didi 
inst 
M 
thot 
M 
M 
less 
M 
n¢ 
he 
had 


thoi 
M 
sent 
M 
M 
} 
to t! 
M 
kno’ 
M 
bety 
we ¢ 
of t 
conc 
Nov 
Red 
that 
he v 
we t 


ht the 
second 
1€ dis. 
which 
might 


e pro- 
You 


1 Were 
ary of 


‘ement 


1d you 
uu told 


ull re- 


uming 
‘oblem 
ng his 
ee and 
e him, 
he has 


sk Mr, 


od him 


iments 


| story 
that 
» docu- 
iments, 
the re- 


be of 
not. in- 
t doct- 
. DLF. 
s about 
giving 


ionally 
re that 


| think 


+ really 
ere the 


DEVELOPMENT LOAN FUND 45 


lists of priorities, made up by the Spanish and by the mission - pos- 
sibly the DLF and it was a question of interpreting what the com- 
mittee wanted in the first place. nA , ; 

I went beyond the request in writing this memorandum, I put in all 
those lists. That I left nothing out of. But I did try to tell a 
meaningful story without including internal memorandums, or in- 
ternal letters, personal letters from people to people. ee 

Mr. Harpy. I think I will put you under oath. You say you didn’t 
withhold any documents and yet, I have one to prove otherwise. 

Mr. Perry. Mr. Chairman, I can say for the Development Loan 
Fund that we have no reservation about turning over every single 

nent. 
Tae tikor. I wouldn’t have known about this if I hadn’t had a 
document that you didn’t know I had. Now that 1s the reason I 
called Mr. Obst up here, that is the reason I press this point. You have 
put me in a position now where I don’t know whether I can believe 
anything you have given me. ree 

Mr. Perry. Mr. Chairman, I will accept full responsibility, if the 
orders were not clear to Mr. Obst and I also accept the responsibility 
for assuring Mr. Dillon, and others on his staff that the documents that 
were in the process of being circulated were complete because that was 
my understanding. Mr. Obst is one of our best employees and if he 
didn’t understand it, I can only assume that I did not give him clear 
instructions. 

Mr. Harpy. Don’t you think he must have been doing what he 
thought you wanted done? 

Mr. Perry. No, sir, I cannot say that. 

Mr. Harpy. Mr. Obst, why did you exercise your judgment, un- 
less you had reason to think that is what he wanted you to do? 

Mr. Osst. I can’t help but have views of my own and I was aware 

nerally of a situation. I was not trying to withhold anything and 

had no idea you would get the impression that all the decuments 
had been sent up. In my memorandum I don’t even mention the num- 
bers of these documents. I wrote my memorandum as a story, al- 
though T do use certain dates. 

Mr. Harpy. What memorandum are you talking about? The list 
sent tome had numbers. 

Mr. Loomis. There is a covering memo that was sent in addition. 

Mr. Reppan. You have the memorandum before you ? 

Mr. Onsr. I do. When I first wrote a memorandum I did not go 
to the file to pull things out. I went to the file to write a storv. 

Mr. Harpy. So you were going to tell us what you wanted us to 
know and not let us find out from your files. 

Mr. Perry. Let me say that there was an initial misunderstanding 
between Mr. Reddan and ourselves. The day he was down there, 
we did not understand him to request the documents. So as a result 
of that first meeting we asked the loan officers for each of the areas 
concerned to write a memorandum which discussed the priorities. 
Now Mr. Obst’s work was initiated with that end in mind. Mr. 
Reddan called the following Monday at which time it was made clear 
that he was not asking for our memorandum on the priorities only; 
he wanted to see the documents themselves. It was at that point that 
we then started collecting the memoranda and the cables and getting 
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the other things. So there was, as far as our work went, a two-step 
operation. 


Mr. Meaper. Mr. Perry, do you see any real objection to a represent. 


ative of the staff of this committee sitting down with your people 
° . . ws J a 
going through these files, and excluding those that are of no interes 


whatever to the committee and then asking perhaps for « 
those that are of interest to the committee? 

Mr. Perry. Sir, I am under the general guidance that Mr. Dilloy 
has laid out in his letter, and I can assure you that I personally wey 
over the Spanish Renfe file last night and as far as the DLF jg egy. 
cerned, we have signed off on it. 

I find difficulty myself in thinking of reasons why we would gay 
that any of the materials that have been submitted to us should be 
withheld. 

Now I know when the Export-Import Bank was faced with a similar 
study, I guess it was by the House Banking and Currency Committee. 
they felt some of the financial information that was submitted on » 
confidential basis to them could not be shown to the committee inyes. 
tigator. There might be times when something like that might come 
up, but Mr. Reddan seemed to think proper safeguards could be taken, 

Occasionally we run into a question of trade secrets. We are trying 
to devise a procedure with our borrowers whereby they would not 
present trade secret information to us if that information weren't 
essential to our iundgment on the loan. We don’t want to be in the 
position of possibly leaking it out. But as I say in general, at the 
moment I can’t think of anything that T would think we would want 
to withhold in our loan files. 

Now I do know in connection with an Israeli file, the review of 
which is underway, over in the State Department they have come 
across something that is of a classified nature. But again, I think 
it is the kind of thing we would have no objection to having com- 
mittee people see, provided the usual security safeguards are complied 
with. 

However, I am operating under the general guidance set. forth in the 
letter, that the executive branch feels that it should retain the right to 
screen the files first. 

To emphasize again, as far as DLLF is concerned. we were set up 
not as a security agency. Our contribution to our foreign policy is, 
we think. in the longer range growth of the economies of the under- 
developed countries and the longer range aspects of foreign policy. 
There aren’t any immediate security problems, thus—- 

Mr. Meaper. I am a little disturbed about your injecting security 
into this, because my question—and T probably should have prefaced 
it by starting with the assumption that this was not a matter of re 
leasing to the general public all of vour files. If there were classified 
information, regardless of its classification, whether it was top seeret 
or down to official use only, IT was not talking about making available 
to the general public. TI was asking about vour views on the feasi- 
bility of a rather informal arrangement, where staff members of 4 
congressional committee cculd see the files respecting classification and 
with assurance if you need it in advance that classification would ke 
respected by the committee, and reviewing that file for the purpose of 
determining what. information was relevant to the committee's I0- 
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niry, and making that available either in the form of copies or notes 
or whatever use of it the commitee might desire to make, rather than 
taking the position that the commitee must identify a document and 
specifics ally demand that. document. 

Because frequently in the beginning you don’t know exactly what 
the documents are, that is why you are ‘making the inquiry. If you 
have the documents and the information in them, we don’t need to ask 
you for them. . ‘y 

Mr. Perry. Yes, sir, I think you are on sound ground if you are 
studying our oper: ations, to do as you wish to do in the case of the 
Renfe loan, to study the complete file. 

The only differences I can see between us is that we would go 
through the prescreening that Mr. Dillon has indicated. There 
would be, I presume, an indication of the documents if any that were 
withheld. to ye 

Mr. Harpy. We didn’t get any indication of the documents with- 
held this time. 

Mr. Perry. I will assume full responsibility for that, sir, and the 
reason for it was explained. Then if the committee staff person, in 
going through the documents or the file down in our office, sees some- 
thing he wants, I have no objection whatsoever to having copies made. 
It is ‘only that we would like to keep the file there, so if we need it dur- 
ing the day we would have it. But if there is anything in it which 
he thinks he would require up here for further review ‘and analysis, 
we are prepared to have copies made. 

Mr. Meaper. You really don’t see any basic objection to the in- 
formal arrangement whbeies the committee staff investigator can sit 
down and go over the files the w ay they are and indicate what items 
are of interest / 

Mr. Perry. As I see it, this is the way we will do it. The only 
thing we will do in advance is to do the prescreening Mr. Dillon has 
described. The screening of the Spanish file, for example, has been 
going very, very rapidly ‘and I don’t envision any kind of delays. 

Mr. Harpy. You are going to have a right good sized job to screen 
all of these files we are going to ask you for, even those we have just. 
asked for in the letter today, “and there is more to come. I don’t want 
to put any unusual burden on you, but if there are delays in these 
things—— 

Mr. Perry. We accept the responsibility, sir. 

Mr. Meaper. Mr. Chairman, would you indulge me for a little 
history ? 

Mr. Harpy. Yes. 

Mr. Meaper. When Mr. Rogers, who is now Attorney General, was 
chief counsel of the Senate W ar Investigating Committee, investi- 
gating activities of General Myers, they requested from the Air 
Force a certain file. 

They got the file. They later on returned that file to the Air Force, 
and subsequently had reason to ask for that same file again. This time 
in the file there was a document which had not been in the file, with 
a note attached to it saying “We believe that this is the document the 
committee is interested in, but we do not think they should have it.’ 

Then subsequently, in the same investigation—I am making refer- 
ence to these specific examples because I think they are in point with 
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what we are talking about—investigating the Hughes Aircraft, then, 
was a memorandum instructing procurement officials to award a cop, 
tract to Mr. Hughes for a photoreconnaissance plane and to pay to 
him some sums that he had claimed he had spent in the developmen 
of that photoreconnaissance plane and someone over in the Air Fomg 
had penciled on the memorandum “Well, I'll be " 

Now I realize when you talk about internal memorandums, notes 
or doodles people are making while attending a conference, there may 
be things which get into the files, which are official Government files 
which might prove to be embarrassing. ‘ 

Of course I think public officials ought to have constantly in ming 
they are dealing with public funds and public functions and that ay 
accounting may at some time be requested by some one and when they 
make the files they ought to have that constantly in the back of thei 
minds and not get a lot of things in the official files that ought not tobe 
there. 

But when a committee of Congress, with the right to inquire, seeks 
access to these files, I do not think they ought to be screened or sifted, 
or rifled, or doctored in any way but that the committee and its staf 
should have access to the public files kept in the ordinary course of 
doing business. 

Otherwise, the only thing a committee of Congress gets is a dis. 
torted picture and there ought to be an arrangement which is an jp. 
formal one. It ought not to be necessary for us to send a subpena 
and truck down and haul your files up to a congressional committes 
and keep you from doing business with them, which I believe is within 
the power of a congressional committee to do, just as the Antitrust 
Division of the Justice Department can go into a company, with its 
subpena power, and take their files physically from them. 

I think there should be an informal arrangement worked out and 
there should be a feeling of trust and respect between an agency and 
the committee of Congress dealing in that area, so there would not 
be a suspicion all the time on the part of a congressional committee 
that what they were getting was a half picture, or distorted or slanted 
picture, and they were not permitted to get the entire truth. 

Mr. Loomis. Mr. Chairman, I want to say that I, as General Cow- 
sel, had no knowledge that there had been any extractions or deletions 
or withholding in connection with this matter. There had been no 
document brought to my attention. 

Mr. Harry. What were your instructions to Mr. Obst? 

Mr. Loomis. I did not instruct Mr. Obst but I would like to amplify 
something. It is on a point that I think will help us very much in 
the future. 

Mr. Reddan, when he first contacted the Development Loan Fund, 
spoke with officials of the Fund initially, other than myself. 

Subsequently, Mr. Reddan and I have been acting as general liaison 
between the organization and your committee. Ten days ago or % 
I talked to Mr. Reddan, and I said, “Mr. Reddan, I do not want to 
get into a disagreement with the committee as to what you have or 
have not requested.” 

Mr. Harpy. Yousure got into it. 

Mr. Loomis. Yes. I said, “It is my understanding that you have 
asked for administrative memos and priorities.” 
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On the subject of priorities, I assure you there has been no intent to 
withhold that I know of. But there are priorities of 2 years ago, 
riorities of 1 year ago, there are future priorities and so forth. 

And I said, “John, to avoid any argument with this committee, due 
to & misunderstanding as to what has been requested, there is some- 
thing I want to do,” and I said, “Can t we have requests in writing, 
so there will be no doubt whatsoever # pr On 

And he said it was his understanding it had not been the practice, 
that you had not in the past sent letters requesting documents specifi- 
cally. 
[note your letter today and I think that is most helpful. We have 
an exact request before us in writing. et Ty 

Mr. Harpy. Let me make an observation to you. If it is impossible 
for you to understand the English language from a counsel of this 
committee, by George, we are going to have a hard time doing business 
on the basis of letters. . 

Mr. Perry. It is just a desire to cooperate completely, Mr. Chair- 
man. 

Mr. Harpy. I wish I could believe that. I am not suggesting that 
you are trying to mislead me. 

" Mr. Perry. I have not. 

Mr. Harpy. There is so much evasiveness going on round here now, 
Ican’t believe it is all due to misunderstanding. 

Now let us get back to this question of whether we are going to 
request everything in writing. That is an extremely difficult thing 
to do from a practical point of view and if you have ever done any 
investigating, you should know that. 

From a standpoint of operation, yes, I can ask for documents in 
a general way— and I have been more specific than usual in this letter 
today, because I am trying to cross my 'T’s and dot my I’s, just to keep 
you from coming up here and saying, “We did not understand.” 

' But it ought not to be necessary to go into that much detail. That 
is why I wrote a letter to start with to your top man and asked him 
to designate somebody with whom Mr. Reddan could confer. 

If we have to do everything on a strictly formal basis, we will 
slow down this program immeasurably. 

Mr. Loomis. I will do my best, Mr. Chairman. 

Mr. Perry. Mr. Loomis’ suggestion was in the interest of making 
sure that we were not forgetting things. 

But if you would prefer to handle it on a less formal basis by and 
large, we certainly will do it. 

Mr. Bray. May I ask a question ? 

Mr. Harpy. Certainly. 

Mr. Bray. I understood Mr. Loomis did have some difficulty, ini- 
tially perhaps, in understanding the request but did not I under- 
stand from your testimony a few minutes ago, Mr. Perry, there was 
no doubt in your mind, at the time you assigned Mr. Obst to the job, 
what the committee wanted in the way of priorities? 

Mr. Perry. That is correct. 

Mr. Bray. It was perfectly clear to you at that time, at the time 
Mr. Obst got his instructions, it was clear to all concerned what we 
wanted, except to Mr. Obst. 

Mr. Harpy. Let me explore that a minute. 
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Mr. Obst, when did you write that memorandum you referred to? 

Mr. Ossr. I am not really quite sure. Maybe there is a date 
it. The7th of August. 

Mr. Harpy. That would clear up some of the discussion we had 
yesterday about how long ago it was. 

Mr. Loomis. That is before we understood the formal] request, Mp 
Chairman. 

Mr. Reppan. May I straighten the record out on this point? 

Mr. Loomis seems to be confused all around. The first meeting 
we held, Mr. Loomis was not present. Mr. Cabot, Mr. Perry, Mp 
Atkeson, and one other person were present. We covered various 
points and I laid particular stress on the priority lists. Mr. Atkeson 
made written notations of each request that was made. 

I made it abundantly clear that I not only wanted the priority lists, 
but that I wanted the original lists, plus all modifications and changes 
from the time they first started. uy 

That was on Friday. On Monday, August 4, I called and asked 
where those lists were. At that time I talked with Mr. Loomis, and 
he did not seem to be clear in his own mind just exactly what we 
wanted, so I reiterated that we wanted every document and every 
modification and every change in these lists. 

Mr. Harpy. That was on August 7 you wrote this memorandum 
we referred to, Mr. Obst ? 

Mr. Ossr. That might be the revision, sir. 

Mr. Harpy. That is all right. Let’s talk about this one. 

Mr. Perry. I think he prepared a draft that I saw over that week- 
end. 

Mr. Harpy. When you were instructed to gather the documents 
from the file for this committee, what did you do? Did you select 
the documents which supported the opinions you expressed in that 
memorandum ? 

Mr. Orstr. I did the reverse. I took out the lists of priorities— 
vou see, there is still a confusion, because Mr. Reddan mentioned that 
he asked for the lists of priorities. 

Now I gave every list of priorities that I found in the files that were 
relevant. 

Mr. Harpy. You did not give one dated November 3, 1958? 

Mr. Oprsr. I did not find any dated November 3, 1958. 

Mr. Harpy. I have a copy of it. 

Mr. Oprsr. I definitely found nothing at that particular date. But 
I gave every priority list I found in the file, plus all the cables. 

I decided it was not really meaningful simply to have these 
lists——- 

Mr. Reppan. I specifically requested the cable files. I requested 
every document which bore on priorities. 

Mr. Orsr. T had not heard that but T assumed the lists were not 
meaningful in themselves so T pulled out the cables. 

Mr. Harpy. I think we have pursued this far enough. Mr. Mona- 
gan. do vou have any questions? 

Mr. Monaaayn. No. 

Mr. Harpy. IT have been here for 13 vears, and all but 4 of those 
years T have been chairman of an investigating committee. T have 
never had this kind of experience before in those 9 years. I have 
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never seen an agency come up with this kind of a performance 
Sloe if I had not had in my possession a document, a pertinent 
document, that was missing from the material you submitted, I would 
not have known what happened. And you would have gotten away 
with a colossal deception, whether it was intended or not. 

Because of this incident, I don’t know what to expect in the pres- 
entations we get from the Development Loan Fund from now on. 

[ am not even going to know whether I can rely on Mr. Dillon’s 
communications, because he has to rely on somebody else to advise 
him. : 

So what do we do? We have not gotten down to the point yet for 
which this session was originally called. I would like for you to tell 
me now what is the proper thing for us to do? ' 

Frankly, 1 think this performance is so reprehensible that I just 
have no words to describe it. 

Mr. Perry. Well, No. 1, we will produce the documents that Mr. 
Obst indicated were not included. 

[ would like to, if I may, see that particular document. 

Mr. Harpy. You may not. You should have it in your files. 

Mr. Perry. If you can give me the 

Mr. Harpy. It is an official document. 

Mr. Perry. It would help us, if we have not included it— 

Mr. Harpy. And it isa priority list. 

Mr. Perry. We will go back, and I will personally go over every file 
ou Spain, and I will pull out any document, if there are any, that bear 
on priorit ies. ; 

We are well on our way toward completing the clearance on the 
Renfe loan. I read the file last night, and, as far as DLF is concerned, 
we have signed off on it. We are now in the process of getting the 
Stateand ICA clearances. 

There is also an Export-Import Bank document. It will be avail- 
able to you shortly. We have your letter, and we will immediately 
start to work on it, and by Monday, when your staff members come 
down there, they will be ready to go to work. 

Mr. Harpy. May I suggest that you not reproduce these until we 
have had a chance to look at them, because I think we can save a lot 
of time and money, and I don’t want you wasting money on reproduc- 
tion if it is not necessary. 

Mr. Perry. We were not planning to. We thought if your staff 
man went through the files and saw particular documents he wanted, 
then we would be happy to reproduce them for him. 

Mr. Harpy. Let us see if we can have a little time indication in 
connection with the letter which I addressed to Mr. Menapace and 
requested you to transmit to him. 

Will those files be available on Monday for inspection ? 

Mr. Perry. Well, the review of priority files will be completed by 
Monday. 

The Renfe review will be completed by Monday, and at least one 
other, the Spanish irrigation loan, we will have ready by Monday. 
We will try to get the G. E. Espanola file, which I think you wanted, 
and our general files on Spain. 
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I think we can get all those by Monday. We will make every effort 
to have some of the additional loan files in the other countries ready 
by then. We will try to have the others as soon as humanly possibj. 

I think by Monday we will have a substantial amount of materia) 
for your people to go to work on. 

Mr. Harpy. We have lost 2 weeks already. We are going to log 
another 2 weeks. 

Mr. Perry. We are still prepared to discuss our general procedures 
and other matters. ; 

Mr. Harpy. That is going to have to wait. 

Maybe it is unimportant. I thought it might help us to a bette 
mutual understanding, but we have gotten off on such a bad foot 
frankly, I don’t know how we are going to operate. 

I am very much concerned about this whole thing. I don’t know 
who is responsible for creating this unnecessary confusion, after we 
had a working arrangement already established. 

Mr. Perry. Sir, we are following the same procedure as I under. 
stand the Department of Defense operates under, as well as ICA, 
SO 





Mr. Harpy. From the standpoint of the expression with respect to 
prescreening, yes. But from a standpoint of third-agency documents, 
no; you are not following the procedure that has been followed. 

Mr. Perry. We understood differently. 

Mr. Harpy. I am not suggesting what the understanding is but] 
am talking about what the practice is. 

Mr. Perry. This is not what we were told yesterday. 

Mr. Reppan. Mr. Perry, I understood you to use the expression that 
you had pulled out of the Renfe loan—I did not understand what 
you meant by that. It is still a loan of the Development Loan Fund, 
is it not? 

Mr. Perry. I did not say I pulled anything out. 

If I did, I misspoke. I said I stayed down last night and person- 
ally went over the Renfre file myself. 

Mr. Bray. It was I that misunderstood you. 

Mr. Harpy. I thought you said you pulled out certain memoran- 
dums too. 

Mr. Bray. I got the impression that the Development Loan Fund 
was no longer handling the Renfe file. 

Mr. Perry. What I meant to say is that as far as the Development 
Loan Fund is concerned, we have completed our review of that file 
and the only thing we are now doing is getting the other agency 
clearances on other messages that originated with them. 

Everything that originated with us or where there is not another 
Government agency involved, I have signed off on. 

Mr. Harpy. Let us stand adjourned, subject to the call of the Chair. 

(Whereupon, at 4:15 p.m., the subcommittee was adjourned, subject 
to the call of the Chair.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


THURSDAY, AUGUST 27, 1959 


House or REPRESENTATIVES, 
SuBCOMMITTEE ON FoREIGN OPERATIONS 
AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to adjournment, at 10:30 a.m., in 
room 304, Old House Office Building, Hon. Porter Hardy, Jr. (chair- 
man of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr, Henry S. Reuss, John 
S, Monagan, George Meader, and Robert P. Griffin. " : 

Also present: John T. M. Reddan, chief, counsel ; Richard . 
Bray, Jr., counsel; Walton Woods, staff investigator ; and Phyllis M. 
Seymour, clerk. ; 

Mr. Harpy. Let the subcommittee come to order. 

I am delighted to have with us this morning representatives of 
the Development Loan Fund. We miss the presence of Mr. Perry, 
but I understand that he is enjoying a much-needed bit of relaxation. 
Since he is so hard to contact, I did not think we should go to the 
trouble of bringing him back. Besides that, Mr. Loomis has indi- 
cated one of the best things that a lot of our governmental officials 
can do is to delegate. Since he has delegated to somebody else the 
responsibility of bringing the committee up to date on the Develop- 
ment Loan F'und operations, I am sure that the representatives pres- 
ent this morning will be able to provide us with all the information 
we need. 

Before we get into the discussion of procedures in the Development 
Loan Fund, there is another matter that I want to dispose of, which 
I think can be done quickly. 

In connection with the study that the subcommittee is making of 
the Development Loan Fund, we requested that certain basic docu- 
ments be made available to us some several weeks ago. Incidentally, 
this is, I believe, the first time any congressional inquiry has been 
made into the Development Loan Fund operations. I believe that 
is right, is it not? 

Mr. Loomis. Mr. Chairman, I believe a letter was sent to you from 
anes, detailing a visit made to the Fund by Representative 


Mr. Harpy. That, I understood, was an individual briefing propo- 
sition rather than an operational inquiry. 

Mr. Loomis. Yes, sir. 

Mr. Harpy. The subcommittee scheduled a hearing on August 18 
for the purpose of taking some preliminary testimony from Devel- 
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opment Loan Fund witnesses. The documents we had requested Were 


to be used in connection with this hearing. Since they had not been | 


made available to us by August 17, I sent a letter to Acting Secre 

of State Douglas Dillon, with copies to Mr. Riddleberger, Direetop of 

the International Cooperation Administration, and Mr. Menapace 

Acting Managing Director of the Development Loan Fund. ] will 

ask Mr. Reddan to read that letter at this point. 
Mr. Reppan (reading) : 


DEAR Mr. SecreTary: I am advised that you are meeting this afternoon with 
representatives of the International Cooperation Administration and the Devel. 
opment Loan Fund relative to the availability to my subcommittee of documents 
in the files of the Development Loan Fund which have originated in another 
department or agency. } 

When this problem came up last year in connection with our study of the 
military assistance program in Ethiopia, I hoped that we had solved it for all 
time. Perhaps you will recall that we made arrangements for examination of 
the entire Department of Defense file with the understanding that we would 
obtain clearance from the Department of State of such documents originating 
with that agency as might be pertinent to the subcommittee’s inquiry. This 
proved to be a satisfactory arrangement, since it relieved the Department of 
Defense of the burden of examining and clearing, in advance of our inspection, 
countless documents in which the subcommittee might have no interest whatsoever, 

You know, of course, that all members of our staff are cleared to receive top 
secret information. 

Refusal of the Development Loan Fund to make available its complete files 
for this subcommittee’s inspection without advance clearance of third-ageney 
documents has interfered with and delayed our study of the Fund. ; 

I therefore sincerely trust that at your meeting this afternoon you will be 
able to agree on a procedure which will permit the subcommittee to carry out 
its assigned duties in an orderly and expeditious manner. If this is not accom. 
plished, I see no alternative but to invite you, Mr. Riddleberger, and Mr. Mena. 
pace to appear before the subcommittee tomorrow morning at 10 a.m., in room 
304 House Office Building, in order that we may discuss this problem and reach 
a satisfactory solution. 


It is signed, “Porter Hardy, Jr., Chairman.” 

Mr. Harpy. What transpired thereafter is set forth in a letter that 
I wrote to Mr. Dillon under date of August 20, 1959. I would like 
Mr. Reddan to read that into the record at this point. 

Mr. Reppan (reading) : 


DEAR Mr. SEcRETARY: On Tuesday and Wednesday of this week, my subcom- 
mittee took testimony in public session from officials of the Development Loan 
Fund. You will recall that I extended you a written invitation to be present on 
Tuesday. 

Late Monday afternoon, while talking with Mr. Macomber on another matter, 
I learned that you had decided not to accept my invitation and that you had 
delegated to a subordinate Development Loan Fund official the task of conveying 
this information to me through a member of my staff. I explained to Mr. 
Macomber the general nature of the testimony which I expected to develop and 
suggested that the best interests of the Department of State might be served 
by having a representative from your office present. This suggestion was 
ignored. 

On Wednesday, following the receipt of your letter of August 18, and prior 
to our hearing on that day, I called Mr. Macomber’s office to determine whether 
the State Department intended to have a representative present. I did this 
because I knew that the assurance in your letter that no documents were being 
withheld from the subcommittee, with respect to the loan priorities in Spaia 
and Yugoslavia, did not accord with the facts. I was reluctant to develop this 
publicly without someone from your office being present. However, since no one 
appeared in your behalf, I can only assume that the Department did not share 
my concern. - 

I am therefore taking the liberty of forwarding you a copy of the transcript 
of Wednesday’s hearing, and call your particular attention to pages 100 through 
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409, where marked. After you have had an opportunity to read this material, I 
shall be pleased to receive any comment you care to make. It is requested 
that upon completion of your review of this transcript you return it to me. 


Mr. Harpy. In reply, I received a letter from Mr. Dillon under date 
25, 1959, which I will ask Mr. Reddan to read into the 
of August 20, ’ 
record. . 

Mr. Reppan (reading) : 

Deak Mr. CHAIRMAN: This is in reply to your letter of August 20, 1959, with 
respect to the hearings your subcommittee conducted last week on the Develop- 
ment Loan Fund. 

| regret any inconvenience that may have been caused through your under- 

standing that I had been invited to appear before your committee and had not 
replied. I assume you are referring to the statement in your letter of August 
17, advising me that if a certain procedure was not agreed on during a meeting 
in DY office that afternoon, you would see no alternative to inviting me to appear 
the following morning. However, I never received any such invitation, and I am 
sure you realize that if I had I would have been in touch with you about it. 
T have reviewed the pages you referred to in the transcript you sent me of 
the hearings held Wednesday, August 19, 1959, and have had the matter dis- 
eyssed there looked into. It appears to me that certain documents were not 
produced because of an honest misunderstanding among members of the DLF 
staff and not through any intention on the part of any of them to fail to cooperate 
fully with the subcommittee or to withhold information. I regret any incon- 
venience this misunderstanding may have caused your subcommittee. 

I am assured that this misunderstanding has been corrected and that the 
Development Loan Fund staff is making every effort to assemble the materials 
you have requested as expeditiously as possible. 

* Tenclose the transcript sent me with your letter. 

Mr. Harpy. Obviously, Mr. Menapace recognized in that letter of 
August 17 an invitation to appear on the morning of the 18th, because 
Mr. Menapace did appear, and he was not otherwise scheduled. ’ 

I see no necessity of carrying this matter further. I did think this 
should be made clear in the record. 

I want to make one comment with respect to Mr. Dillon’s letter of 
August 25. I do not know what I could have done to make my in- 
vitation to Mr. Dillon much plainer. Not only did I tell him in the 
letter that I would like him to appear before the subcommittee if no 
agreement were reached on August 17, but in a telephone conversation 
with Mr. Macomber, Assistant Secretary of State for Congressional 
Relations, that afternoon, the 17th, I made it clear that since the mat- 
ter had not been resolved we would like to have Mr. Dillon attend a 
meeting on the 18th, and if not Mr. Dillon, we felt a representative of 
the Department should be present. 

The only possible explanation for the position taken by Mr. Dillon 
in the letter which has just been read is that Mr. Macomber failed to 
tell him of our conversation that afternoon. 

I will leave it to anybody who wants to pass judgment on it. 

[think we are now ready to begin our discussion of the operational 
procedures of the Development Loan Fund. 

_ Is there anything any member of the committee wants to touch on 
Inopen session before we go into executive session ? 

Anything, Mr. Reuss ? 

Mr. Reuss. No, sir. 

Mr. Harpy. Mr. Meader? 

Mr. Meaper. No, sir. 

Mr. Harpy. Mr. Monagan? 

Mr. MonaGan. No, sir, 
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Mr. Meaper. Mr. Chairman, might I inquire of you or coung)| gtaTE 
whether the documents which you have requested have been furnished? LOA 

Mr. Harpy. On Monday of this week, in keeping with the unde. | 
standing worked out with Mr. Perry and Mr. Loomis at our Jay = 


session, two members of our staff went over to the Development Loay End 

Fund to examine the documents which we had requested. cou 
Mr. Reddan, will you advise the committee just what has transpired 

and the status of that particular activity ? Mr. 


Mr. Reppan. The two staff investigators went over there on Monday og 
and they advised me that they were getting complete cooperation fron 
the Development Loan Fund, and that all documents in connection the F 


with the loan program in Spain, which is the matter that they ap On 
looking into currently, had been made available to them. They hay, | [0 
been assured that no documents have been withdrawn from the file. Mr. 

Mr. Harpy. I want to express appreciation to the representatives of | Mr 


the Development Loan Fund now that we finally have this vehicle g, | #8 
the proper track. I hope we can anticipate that it will stay on the Br 
track. old. 
I think it should be pretty clear by now to those DLF peopl | and D 
with whom we have become acquainted that it is our desire toc 9% 
operate with them, to work closely with them in order that our mutual | ™@ * 
responsibilities may be carried out more effectively and that our joint | Th 
interests may be mutually served. I do want you to know that we | 2” 
appreciate the fact that apparently we are now on a proper working | Prov 
relationship. . Thar 
We had originally planned that this would be an executive session, Boat 
I do not imagine, frankly, that the kind of discussion we will get in- of D 





volved in is of any particular interest to the public generally, because = 
it is a matter of informing the committee more than anything els, er 
3ut let me ask the folks of the Development Loan Fund. : M 
We have no concern about its being executive session or open. Do V 
you have any feeling about it one way or another? i 
Mr. Hutcuinson. We have assumed it was an open session. We M 
have no reason whatsoever 4 
Mr. Harpy. Let’s proceed in open session. If the press wants to ma 
stay, it makes no difference, except that they need information as 5) y 
we do. ae 
Mr. Loomis. If any questions arise, we can handle it at that time. mt 
Mr. Harpy. Then let’s go ahead in open session. M 
Mr. Reddan, will you proceed ? oil 
Mr. Reppan. Mr. Chairman, as I explained to Mr. Perry, we wanted 4.4) 
him, or someone from the Development Loan Fund, to be prepared to I 
brief the committee on the procedures of the Development Loan Fund; 
in processing loan applications and the mechanics of the entire opers- kr 
tion. I understand that they are ready to give the committee that | (y, 
information. Div 
Mr. Harpy. Mr. Loomis, you testified before, and I believe youare | py, 
General Counsel of the Fund? v 
Mr. Loomis. That is right, sir. V 


Mr. Harpy. Would you present your associates, who have not al- Vi 
ready testified, to the committee and then we will try to get the benefit 


; hav 
of a personal history of each of them before we start. 
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Counse] | STATEMENT OF JOHN LOOMIS, GENERAL COUNSEL, DEVELOPMENT 
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LOAN FUND; ACCOMPANIED BY EDMOND C. HUTCHINSON ASSIST- 
ANT DEPUTY MANAGING DIRECTOR; ROBERT MOORMAN, CHIEF 
ENGINEER; AND TIMOTHY ATKESON, ASSISTANT GENERAL 


COUNSEL 


Mr. Loomis. On my left is Mr. Edmond C. Hutchinson, Assistant 
De utv Managing Director of the Fund. 4 scsat cae te 

On his left is Mr. Robert Moorman, who is the Chief Engineer of 
Gtine. left is Mr. Timothy Atkeson, who is Assistant General 
Counsel to the Fund. : 

Mr. Chairman, would you like me to lead off ? , 

Mr. Harpy. I would appreciate it if Mr. Hutchinson would give us 
avery brief biographical sketch. ’ 

Mr. Horcurnson. I am married with two children. I am 45 years 
gid. I am an elder in the Presbyterian Church. I hold a bachelor’s 
and master’s and Ph. D. degree in economics and business administra- 
tion—bachelor’s degree at Southwestern College in Memphis; a mas- 
ter’s degree and Ph. D. degree from the University of Virginia. 

[have something over 20 years of service in Government and eco- 
nomics and financial and administrative jobs. During the war I was 
Provincial Director General of Finance in Iran. In this experience 
[have worked with the Railroad Retirement Board, War Production 
Board, Department of Commerce, Department of State, Department 
of Defense, Bureau of the Budget, and Development Loan Fund. 

Mr. Harpy. You have had a wide experience. In your comparative 
youth you have covered a lot of territory. 

" Mr. Hurcutnson. Yes, sir. 

Mr. Meaper. Was that the Millspaugh mission in Iran? 

Mr. Hurcuinson. Yes, sir. 

Mr. Harpy. Thank you. 

Mr. Moorman, may we have a brief biographical background from 
you! 
‘ Mr. Moorman. I was born in the State of Kentucky in 1909. I am 
i years old. I have been a resident of the State of Virginia for 17 
years, 

Mr. Harpy. You came back home. 

Mr. Moorman. I am a member of the Methodist Church, married, 
and have two daughters. I was educated at the University of Ken- 
tucky and received a bachelor’s degree in civil engineering in 1932. 

I practiced engineering in my own State until 1942. In 1941 I 
jomed the Reconstruction Finance Corporation staff in Louisville, 
Ky., and was transferred to Washington in 1942, the Defense Plant 
Corporation. I stayed there until 1948, when I joined the Engineering 
Division of the Export-Import Bank. I stayed there until the end of 
February of this year, when I joined the Development Loan Fund. 

Mr. Harpy. Thank you very much. 

Mr. Atkeson ? 

Mr. Arkreson. My name is Timothy Atkeson. I am married and 
have two children. I am 32 years old. I was born in Philadelphia. 
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I got my bachelor’s degree at Haverford College, a master’s 
University, and a law degree at Yale. 

I practiced law 5 years in Philadelphia, with the firm of Barne 
Dechert, Price, Myers & Rhoads, in fields of litigation and corporate 
practice. 

[ came to Government service in April 1957 on the day the Secretar 
of State proposed the Development Loan Fund. At 12 o'clock that 
day I started working on Development Loan Fund matters, and in 
large part since then have been working in that field. I was with the 
General Counsel’s staff of ICA until the Development Loan Fund 
became a separate corporation, when I went with its legal staff, where 
I now am. 

Mr. Harpy. You worked under Mr. Saccio in ICA ? 

Mr. Arkerson. Yes, sir. 

Mr. Harpy. I do not know whether you have a procedure set up 
but the committee is primarily concerned with learning how the De. 
velopment Loan Fund operates. Suppose you take it from there, Mr. 
Hutchinson, if you will. We are seeking information and knowledge. 

I think it would be particularly helpful, especially in view of the 
fact that some of the members of the committee are trying to get 
away from here to do a little inspection in the field, if we can have 
some knowledge of your operations. I think their work overseas will 
be very much improved and enhanced. 

Mr. Hurcurnson. Mr. Chairman, we are very glad to be here to 
provide you with that information. 

I have no prepared statement. I would like to just discuss in- 
formally the methods by which we conduct our business. I will be 
glad to answer questions as we go along. I would like to call upon 
Mr. Moorman and Mr. Atkeson as the occasion arises. <As I said, I 
am perfectly happy to answer questions as we go through. I would 
like to have an opportunity to tell my whole story of how we operate. 

Mr. Harpy. That is fine. I would appreciate it if you would do 
that. If it would facilitate matters for you, we could defer questions, 
but unless it would simplify it, it might be better to take them as we 
cet to them. 
~ Mr. Hurcutnson. Very well. 

Mr. Harpy. Feel free to be as informal as possible. 

Mr. Meraper. 1 wonder if it would not be appropriate for Mr. 
Hutchinson to start out with the creation of the Development Loan 
Fund and when it achieved its present status, and something in gen- 
eral about the structure of the organization and its relationships to 
the ICA, the State Department, and possibly the Export-Import 
Bank. 

Mr. Harpy. Go right ahead. 

Mr. Hurcnison. I think the Development Loan Fund was created 
for two interrelated purposes, I would say. One is to promote the 
foreign policy of the United States by providing funds to assist 
the financing of long-run economic growth, emphasizing the long-run 
growth as opposed to the support of the defense effort or shorter run 
considerations of economic or political stability. 

I think closely associated with this, of course, was the desire to 
establish an instrument particularly adapted to the performance of 
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this function. With this in mind, the Development Loan Fund was 
astablished as a loan fund with authority to make loans on the basis 
of specific projects and programs, rather than to be concerned es- 

ially with annual country programs. Since this was a long-run 
economic growth program, it was addressed to the problem of financ- 
ing these longer run type projects on this individual approach basis. 

With this in mind, it is provided with funds which do not expire 
at the end of the fiscal year but remain available. With this also in 
mind, with its business being primarily the developmental aspects 
of this problem, it was given the authority to accept repayment of 
its loans in local currency. It can accept dollars, and does. It can 
also accept local currencies in repayment. Wile 

In establishing the Development Loan Fund as a specialized in- 
strument, it was established as a part of the mutual security program, 
a separate and distinct part but a part of the mutual security program. 
It was established at first as a special fund in the mutual security pro- 
vram itself. 

What was the chief officer called at that time ? 

Mr. Arxeson. I think he was called the Manager. 

Mr. Hurcutnson. It was within the organizational structure of the 
ICA. 

Mr. Meaver. Might I suggest that at this point in the record we 
insert the original sections of the Mutual Security Act creating the 
Development Loan Fund? 

Mr. Harpy. I think we want them in the record. I do not know 
whether we want them typed in. 

Mr. Meaper. They are not very long. 

Mr. Harpy. It issoordered. We will insert them, without objection. 

(The section of the statute referred to follows:) 


ExcerPT From THE Mutruan Securtry Act or 1954, as AMENDED, SECTION 201. 
DECLARATION OF PURPOSE 


The Congress of the United States recognizes that the progress of free peoples 
in their efforts to further their economic development, and thus to strengthen 
their freedom, is important to the security and general welfare of the United 
States. The Congress further recognizes the necessity in some eases of assist- 
ance to such peoples if they are to succeed in these efforts. The Congress ac- 
cordingly reaffirms that it is the policy of the United States, and declares it to 
be the purpose of this title, to strengthen friendly foreign countries by encourag- 
ing the development of their economies through a competitive free enterprise 
system; to minimize or eliminate barriers to the flow of private investment 
capital and international trade; to facilitate the creation of a climate favorable 
to the investment of private capital; and to assist, on a basis of self-help and 
mutual cooperation, the efforts of free peoples to develop their economic re- 
sources and to increase their productive capabilities. 

Mr. Hurcuinson. Later it was decided to establish the Fund as a 
public corporation outside the organizational framework of the ICA. 
with its own management staff. It was so established, with a Board of 
Directors consisting of, now, the Under Secretary of State, the 
President of the Export-Import Bank, the U.S. Executive Director 
on the International Bank for Reconstruction and Development, who 
salso an Asisstant Secretary of the Treasury, and the Director of the 
International Cooperation Administration, and the Managing Di- 


rector of the Development Loan Fund. This is the governing body, 
if you will, of this corporation. 
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It is subject to the foreign policy guidance of the Secretary of 
State. Responsibility for the management and direction of its daily 
operating affairs is in the Managing Director. Its organization j 
this: We have as officers of the Fund the Managing Director, th 
General Counsel, the Deputy Managing Director for Finance and 
Development, Deputy Managing Director for Loan Operations, ang 
the Secretary. 

The General Counsel performs the usual legal functions of a gener] 
counsel. He is responsible for the actual preparation of the logy 
agreements which we negotiate with each borrower. 

The Deputy Managing Director for Finance and Development js 
responsible for those aspects of our operation which relate to overall 
activities in connection with the stimulation of private investment, for 
generalized contacts with the private business and financial community 
and for that part of our work which relates to the development of 
testimony for the Congress, the presentation of our budget request, 
and this sort of a function. He also handles special policy matte 
which apply generally throughout the Fund, and makes special] 
studies relating to such matters. 

Mr. Mraper. Mr. Hutchinson, I assume you have some sort of or. 
ganizational chart ? 

Mr. Hurcnutson. Lam sure we do. I do not have it with me, hoy. 
ever. I will be glad to get such a chart and give it to you. 

(The organization chart of the Development Loan Fund follows:) 
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Mr. Meaper. Does the Fund have bylaws for its operations? 

Mr. Hurcurnson. It has. The Board of Directors has established 
bylaws for its operation. 

Mr. Monacan. How are the Directors named ¢ 

Mr. Hurcurnson. The Directors are named in the statute. 

Mr. Monagan. Specifically ¢ 

Mr. Hurcuinson. Specifically. Not by name, but by title of their 
position. 

Mr. Monacan. Ex officio? They are all ex officio? 

Mr. Hurcutnson. No, sir. Mr. Loomis corrects me. In the pp. 
cent legislation, the Secretary of State is now the Chairman, With 
authority to delegate, which I understand he is delegating to the 
Under Secretary. These members, however, are ni umed as members 
of the Board of Directors and I would like to emphasize as a part 
of this testimony that they are active Directors of the Fund. Every 
loan which the Development Loan Fund makes is presented to this 
Board of Directors and they pass on them. 

Mr. Harpy. Is it presented formally at a formal meeting of the 
Board ? . 

Mr. Hurcurnson. Yes, sir, it is. There is provision on some mat- 
ters, as I recall—again I will need some legal help here—for tele. 
phone polls in certain circumstances. But the loans are all con- 
sidered by the Board itself in session assembled. They do not pass 
on loans on an absentee basis. There is provision only for _— 
acting in their stead as Directors of DLF in the consideration of jt 
business if that person is also acting in their position. 

Mr. Harpy. Has the Under Secretary of State, as Chairman of 
the Board, been pretty regular in attending Board meetings? 

Mr. Hurcntnson. He has. He has not been able to attend as fre- 
quently in the last month or so as he did earlier. However, we have 
not had as many Board meetings and he does attend the sessions 
regularly. 

Mr. Harpy. There is provision for transaction of business by the 
Board through alternates or proxies ? 

Mr. Hurcuinson. No, sir. 

Mr. Harpy. Other than approval of loans‘ 

Mr. Hutrcntnson. No, sir. The transaction of business must be 
done by the member of the Board or the man who is acting at that 
time in the position. Let us take for example the President of the 
Export-Import Bank. If the President of the Export-Import Bank 
is out of town and the Vice President is acting as the President, then 
he is able to act as a Director of the Development Loan Fund. That 
is the only type of situation in which some one acts as a Director other 
than the individual acting in the position. 

Mr. Meaper. How many Directors are there ? 

Mr. Hurcurnson. Five. 

Mr. Monacan. All these Directors are members of the executive 
branch ? 

Mr. Hurctnson. Yes, sir. 

Mr. Monacan. In one office or another ? 

Mr. Hurcutnson. One office or another. The U.S. Executive Di- 
rector of the International Bank, I am not sure whether you would 
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cay he is a representative of the executive branch in that capacity 
or not. But he is also Assistant Secretary of the Treasury. 

Mr. MonaGAan. There are nO public members ¢ 

Mr. Hurcurnson. No, sir, ; 

Mr: MonaGANn. And do the Directors select the officers ? ape: 

Mr. Hurcuinson. The officers are approved by the Board of Di- 
rectors, yes, sir. The officers, except for the Managing Director and 
Deputy Managing Director, which are provided for by law. 

Mr. Meaver. Appointed by the President and confirmed by the 
Senate ¢ ; ; ; : 

Mr. Hurcurnson. Yes, sir. The Managing Director is. The Dep- 
uty, I do not believe, is a Presidential appointee. 

Mr. Harpy. That is an odd arrangement. One man makes the 
appointment of the two top people, so they are responsible only in- 
directly to the Board of Directors. That is not right. They are 
responsible to the Board of Directors after they are appointed by the 
President. 

Mr. Hurcurson. Of course one of them is a member of the Board 
of Directors. The Managing Director is a member of the Board 
of Directors and is appointed by the President. The Deputy Man- 
aging Director is appointed by the Board of Directors, not_ by the 
President. So it is only members of the Board who are Presidential 
appointees. ; 

Mr. Harpy. Members of the Board are not Presidential appointees. 
They are Presidential appointees in another capacity ? 

Mr. Hurcurxson. In another capacity. 

Mr. Harpy. But the Managing Director is a direct appointee of 
the President for that job ? 

Mr. Hutcutnson. Yes, sir. 

Mr. Harpy. His deputy, or ascistant, whatever it is, is he elected 
by the Board ? 

Mr. Hurcuinson. Yes, sir. 

Mr. Harpy. Not by the President ? 

Mr. Hurcutnson. Not by the President. 

Mr. Harpy. Thank you. 

Mr. Reppan. How many members of the Board must be present in 
order to conduct business ? 

Mr. Hurcninson. Three. 

Mr. Reppan. Any three? 

Mr. Hurcninson. Yes, sir. 

Mr. Harpy. Out of a total of five? 

Mr. Hurcninson. Yes, sir. I will say in that. connection, the 
record ought to show that the Board members are very regular in 
their attendance. oye 

Mr. Mraper. Do we have a copy of the bylaws? 

Mr. Monacan. Are the regular meetings of the Board set in the 
bylaws? ; 

Mr. Hurcutnson. They are, and there is provision for special ones. 

Mr. Monacan. How often are their regular meet ings ? 

Mr. Hurcntnson. Every 2 weeks. Twice a month. 

Mr. Harpy. The Board meets twice a month ? 

Mr. Hurcurnson. The regular meetings are twice a month and 
then they are subject to call. It has been true that for a number of 
months they have met more than twice. 
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Mr. Meaper. That isset forth in your bylaws? 

Mr. Hurcutinson. Yes, sir. 

Mr. Reppan. Mr. Loomis, was a copy of the bylaws included in 
the material which was submitted ? 

Mr. Loomis. I don’t believeso. We will submit it. 

Mr. Harpy. Thank you very much. 

(The bylaws of the Development Loan Fund follow :) 


BYLAWS OF THE DEVELOPMENT LOAN FUND 


These Bylaws are adopted under the authority of, and are Subject to, the 
provisions of Title II of Chapter II of the Mutual Security Act of 1954 as 
heretofore or hereafter from time to time amended (hereinafter calleq ‘the 
Act’’), and shall be construed accordingly. 


ARTICLE I 
THE BOARD OF DIRECTORS 


SECTION 1. Membership. In accordance with Section 205(a) of the Act, the 
Board of Directors (hereinafter called “the Board’) of the Development Loan 
Fund (hereinafter called “the Fund”) will be composed of the officials Occupying 
the offices of: Secretary of State (who shall be Chairman) or such other office 
the holder of which is designated by the Secretary of State to be Chairman and 
Member of the Board; Director of the International Cooperation Administrs. 
tion; Chairman of the Board of Directors of the Export-Import Bank; Managing 
Director of the Fund; and United States Executive Director of the Internationa) 
Bank for Reconstruction and Development. In the event of the disability of any 
of the officers occupying the foregoing offices or when any such officer is on leave 
or is absent from Washington, D.C., or in the event of a vacancy in any of the 
foregoing offices, the officer serving in an acting capacity in such office may serve 
as a member of the Board. 

SECTION 2. Regular Meetings. Unless the members of the Board are other. 
wise notified by the Chairman or, in his absence or disability, by the Managing 
Director, the Board shall without notice, meet at regular meetings at the Office 
of the chairman in Washington, District of Columbia, at 10:15 a.m. on the first 
and third Friday of each month, unless that day be a holiday, in which event 
such meeting shall be held at 10:15 a.m. on the following Monday or the next 
succeeding business day. 

SECTION 3. Special Meetings. Special meetings of the Board may be held at 
any time upon call of the Chairman or, in his absence or disability, upon call of 
the Managing Director, and shall be called at the request in writing of any on 
of the members of the Board. Each member of the Board shall be given at 
least six hours notice of any such special meeting. Any member may at any 
time waive the requirement of such notice to him. 

SecTION 4. Transaction of Business. Any and all business of the Fund may 
transacted at any regular or special meeting of the Board. 

Section 5. Presiding Officer. The Chairman shall preside over all meetings of 
the Board at which he is present. In the absence of the Chairman, the Manag 
ing Director shall preside over meetings of the Board. In the absence of both 
the Chairman and the Managing Director, the other members present at the met 
ing shall elect one of their number to preside. 

SecTION 6. Quorum; Votes. In accordance with Section 205(a) of the Act, 
three members of the Board shall constitute a quorum, and the vote of the 
majority of those attending any meeting at which a quorum is present shall con- 
stitute the action of the Board. Subject to the foregoing, vacancies in the 
offices comprising the Board shall not affect the capacity of the Board to act. 

Section 7. Votes on Specific Questions. At the direction of the Chairman 0, 
in his absence or disability, the Managing Director, a vote of the Board on 
specific question may be obtained without calling a meeting of the Board by 
polling all members of the Board present in the District of Columbia (including 
persons serving as members of the Board in accordance with the second sentence 
of Section 1 of this Article) and obtaining the vote of a quorum, the majority 
vote of those voting in such a case to constitute an action of the Board; provided, 
that if any member polled so requests in any such case, action on the questi 
shall be deferred to be taken at a meeting of the Board. Polls of the members 
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of the Board pursuant to this Section shall be conducted by the Secretary of the 
Fund. Any vote taken pursuant to this Section shall be incorporated into the 
minutes of the next meeting of the Board. the Z 

SpoTion 8. Compensation. In accordance with Section 205(a) of the Act, the 
members of the Board shall receive no compensation for their services on the 
Board but may be paid actual travel expenses and per diem in lieu of subsistence 
under the Standardized Government Travel Regulations in connection with travel 
or absence from their home or regular places of business for purposes of business 


Fund. 
of the ARTICLE II 


OFFICERS 


Section 1. Election and Removal of Officers ; Delegation of Functions. The 
Managing Director of the Fund shall be appointed in accordance with the provi- 
sions of Section 205(b) of the Act. The soard shall elect persons to serve in 
the office of Deputy Managing Director provided for in Section 205 (b) of the 
Act and in the offices of Deputy Managing Director for Operations, Deputy 
Managing Director for Private Enterprise, General Counsel, and Secretary; and 
any such officer may be removed by the Board at any time. In the event of 
the absence or disability of any officer occupying an office referred to in the 
preceding setence, or in the event of a vacancy in any such office, the Managing 
Director or the officer occupying such office may designate an employee to per- 
form such office in an acting capacity ; and any officer referred to in the pre- 
ceding sentence may delegate or assign any of his responsibilities to any of his 
subordinates. The Board or the Managing Director may at any time delegate 
or assign functions or duties to officers of the Fund in addition to those delegated 
or assigned to such officers herein, and may delegate or assign functions or 
duties to employees, attorneys, agents and other persons performing services 
on behalf of the Fund. Except as the Board may otherwise specify, obligations 
of funds of the Fund, other than obligations for administrative expenses, may 
be incurred only after, and in accordance with, approval by the Board. 

Section 2. Managing Director. The Managing Director shall be the chief 
executive officer of the Fund, the Chairman of the Executive Committee and, 
for purposes of statutes and regulations requiring action by the head of an 
agency, shall be deemed to be such officer. He shall carry out his responsi- 
bilities and authorities subject to the supervision and direction of the Board. 
He shall be responsible for the general and active management of the Fund; 
shall see that all resolutions and other directives of the Board are carried into 
effect; shall represent the Fund generally in its relations with other Depart- 
ments and agencies of the Government and with others having business with 
the Fund; and shall keep the Board informed concerning the business of the 
Fund. He may, except as otherwise specified by the Board, exercise any of the 
authorities of the Fund in carrying out his responsibilities. He may, among 
other things, execute any and all contracts, agreements, conveyances or 
other instruments in the name of the Fund except where such authority is ex- 
pressly delegated or assigned by the Board to some other officer or agent of the 
Fund; issue rules and regulations of the Fund, provided, that any rules and 
regulations shall be approved by the Board prior to issuance; and designate 
additional functions and duties and fix the compensation of the other officers of 
the Fund, and appoint and remove such employees, attorneys and agents as he 
may from time to time deem appropriate and prescribe their duties and titles 
and fix their salaries or other compensation. The authority provided in the 
preceding sentence to fix the compensation of officers, employees, agents and at- 
torneys shall include the authority, pursuant to the second sentence of section 
205(b) of the Act or other authorities, to fix compensation at rates above those 
provided for Grade 15 of the General Schedule established by the Classification 
Act of 1949, as amended: provided, that advance approval of the Board shall 
be required in each case where compensation is to be fixed at a rate above those 
provided for Grade 15 of the General Schedule. The Managing Director shall 
make appropriate arrangements for the eustody and control of funds, securities 
and other assets and property of the Fund; for the disbursement of funds and 
the signing or endorsement of checks, drafts and other instruments for the 
collection of moneys due the Fund; and for the maintenance of accounts on 
all financial transactions of the Fund. He may designate an officer or em- 
ployee of the Fund to act as Managing Director in the event that, due to absence, 
disability, or vacancy in office, he and the Deputy Managing Director and the 
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Deputy Managing Director for Operations and the Deputy Managing Director 
for Private Enterprise are simultaneously not present to perform such Office 
The Managing Director may delegate or assign any of his responsibilities op 
authorities to any officer, employee, attorney or agent of the Fund or other per- 
son performing services on behalf of the Fund, and authorize the successiye 
redelegation or reassignment of such responsibilities or authorities. 

Section 3. Deputy Managing Director. The Deputy Managing Director shal] 
be the second ranking officer of the Fund and the Vice-Chairman of the Execu- 
tive Committee. In the event of the absence or disability of the Managing Dj- 
rector or in the event of a vacancy in that office, the Deputy Managing 
Director shall, in accordance with Section 205(b) of the Act, act as Managing 
Director. 

Secrion 4. Deputy Managing Director for Operations. The Deputy Managing 
Director for Operations shall, subject to the supervision and direction of the 
Managing Director, be responsible for loan and other financial operations of the 
Fund. In the event of the absence or disability of both the Managing Director 
and the Deputy Managing Director, or in the event of vacancies in those offices, 
the Deputy Managing Director for Operations shall act as Managing Director 

Section 5. Deputy Managing Director for Private Enterprise. The Deputy 
Managing Director for Private Enterprise shall, subject to the supervision and 
direction of the Managing Director, be responsible for the operations of the 
Fund directed at encouraging and supporting the development of private enter. 
prise systems in friendly foreign countries, and at obtaining to the maximum 
extent possible the participation of United States private enterprise in the eeo- 
nomic development of such countries. In the event of the absence or disability 
of the Managing Director, the Deputy Managing Director and the Deputy Manag. 
ing Director for Operations, or in the event of vacancies in those offices, the 
Deputy Managing Director for Private Enterprise shall act as Managing Director 

Secrion 6. General Counsel. The General Counsel shall be responsible for the 
furnishing of legal services and counsel to the Board and the Fund with respect 
to the operations and administration of the Fund, and shall perform such other 
functions and duties as are commonly incident to the office of General Counsel. 

Secrion 7. Secretary. The Secretary shall serve as secretary to the Board 
and the Fund; shall provide, or arrange for the provision of, administrative and 
management services for the Fund; shall be responsible for the maintenance of 
official records of the Fund and shall have custody of the official seal of the Fund: 
and shall perform such other functions and duties as are commonly incident to 
the office of corporate secretary. 

Section 8. Executive Committee. The Executive Committee of the Fund shall 
consist of the Managing Director, the Deputy Managing Director, the Deputy 
Managing Director for Operations, the Deputy Managing Director for Private 

tnterprise, the General Counsel, the Secretary and such other officials of the 
Fund as the Managing Director may from time to time designate. The Executive 
Committee shall assist the Managing Director in such manner and shall perform 
such functions as the Managing Director shall from time to time designate. 


ArtTicLe III 
FISCAL YEAR 


The fiscal year of the Fund shall begin on the first day of July of each year, 


ARTICLE IV 
SEAL 


The following is an impression of the official seal which is hereby adopted for 
the Fund: 
[Not reproduced. ] 
ARTICLE V 


AMENDMENTS 
These Bylaws may be amended or repealed at any t°me by the Board. 


Mr. Hurcutnson. The functions of the Secretary we were discus 
ing are the usual functions of a corporate secretary, keeping of the 
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minutes and this sort of thing. There is also combined in him the nor- 
mal functions of a government administrative officer, personnel and 
this sort of thing, administrative budgets, travel, the normal functions 
of an administrative officer in a government agency. 

The Deputy Managing Director for Loan Operations has under his 
direction all activities relating to the actual processing of the indi- 
vidual loan application itself. He has a staff of loan officers set up 
for this purpose and he has a technical department, or an engineering 
department, of which Mr. Moorman here is the chief. I also act as 
Chief Loan Officer. oe 

Mr. Harpy. You do not have an organizational chart ? 

Mr. Hurcutinson. | don’t think I have one with me, Mr. Chairman. 
[amsorry. I didn’t think to bring it. 

Mr. Loomis. We have one. It is a question of whether we have one 
with us this morning. 

Mr. Harpy. It might be helpful for us to follow. 

(The organization chart referred to appears on p. 61.) 

Mr. Hurcutnson. You have two major divisions, really. You have 
the staff officers, General Counsel, your Secretary, and the two major 
divisions, finance and development, which is specialized operations 
and loan operations where the actual loan processing is done. 

Mr. Meaver. What is your total personnel ? 

Mr. Hutcutson. As of the date we were asking for the budget for 
fiscal 1960, we had 69 or 70 people. We are growing. The latest 
figures I have not seen. It must be in the neighborhood of 90. We 
have a small staff. We intend to keep a small staff and we are proud 
of it. We donot have, however, quite a large enough staff. 

Mr. Meaver. What do you anticipate will be your full strength 
when you reach it / 

Mr. Hurcninson. One hundred and three this year is what we 
anticipate. We do anticipate some continued growth after that be- 
cause the burden will get greater as we get a greater number of loans 
outstanding and are still required to be making new loans. Our 
eventual strength, I do not know. 

Mr. Meaper. Do you have internal telephone directories? 

Mr. Hurcuinson. Yes, sir. 

Mr. Mraper. Also some kind of biographical sketch of your prin- 
cipal officers ¢ 

Mr. Hurcninson. The biographical sketch of the principal officers 
I think I have with me as a part of the presentation in connection 
with our appropriations. We will be happy to present that to you 
too. Ihaveit with me. 

Mr. Mraper. I think that will be helpful for the record. 

Mr. Harpy. Yes, it will be helpful. 

(Biographical sketches of the managing director and principal 
officers of the Development Loan Fund follow :) 


BIOGRAPHY OF VANCE BRAND 


_ Vance Brand of Urbana, Ohio, was formerly a member of the Board of 
Directors of the Export-Import Bank of Washington, Washington, D.C. He 
received his A.B. and LL.B. degrees from George Washington University. 

As a banker since 1935, Mr. Brand has been a member of the board, general 
counsel, and president of the Champaign National Bank, and vice president of 
Peoples Savings & Loan Co., of Urbana, Ohio. 











68 DEVELOPMENT LOAN FUND 


As a lawyer, Mr. Brand has represented two national associations of 
facturers. He has traveled extensively abroad in connection with busin 
both private and governmental nature. A 

Mr. Brand has been president of the Champaign County Bar Associati 
member of the house of delegates of the Ohio State Bar Association ms 
solicitor for the city of Urbana. Mr. Brand is a member of the beens ar 
directors of several corporations in his community. 

Mr. Brand was born on September 14, 1906. 


many. 
Css of 


3IOGRAPHY OF ROBERT B. MENAPACE 


Robert B. Menapace: Born November 9, 1893, Pennsylvania. Yale Colleg 
1918, A.B.; Sorbonne, University of Paris, 1919; captain, U.S. Army, Oretinns 
1917-19; continuous employment with Guaranty Trust Co. of New York from 
1919 to 1958; trainee, foreign department officer, loan officer; Guaranty Co. of 
New York (investment subsidiary) 1919-34; colonel, U.S. Army, overseas 1943- 
46; second vice president Guaranty Trust Co. 1946-50; vice president 1950-58 
Statutory position, Deputy Managing Director, Development Loan Fund. Legal 
residence, Washington, D.C. 


3IOGRAPHY OF EpWIN KIRBY 


Edwin Kirby was born in 1903 and educated at Wittenberg College, Spring. 
field, Ohio, and at Ohio State University. His adult life has been spent ip 
business activities in his hometown. He is vice president of the Champaign 
National Bank; a director of the Peoples Savings & Loan Co.; and sole owner 
of the Kirby Hatcheries, Inc., all of Urbana. He also has served as city cow. 
cilman and city director of public service. He is single. 


BIOGRAPHY OF HART PERRY 


Hart Perry: Born York, Nebr., June 18, 1918. Son of Benton and Elizabeth 
(Hart). M.A. University of Chicago, 1940. Married Beatrice Gaidzik of High. 
land Park, Ill. Two sons, Hart II and Scott. Research assistant to Alerman 
-aul Douglas, Chicago, Ill, 1940; administrative assistant, Baytown Ordnance 
Works, Baytown, Tex., 1940-41; housing representative, National Housing 
Agency, Washington, D.C., Chicago, Ill., 1941-483; Department of the Amy: 
basic training (infantry), OSC (AAA) battery officer, 34d AA Group, intelli. 
gence officer, Office of Strategic Services, personnel officer, Office of the Chief of 
Staff, 1943-46: administrative assistant, Public Housing Administration, Wasb- 
ington, D.C., 1946; assistant manager, assistant to the president and secretary, 
American Community Builders, Inc., Park Forest, Ill., 1946-51; Bureau of the 
Budget: senior organization and methods examiner, senior budget examiner, 
area chief, assistant chief of the International Division 1951-57; Deputy Man- 
aging Director for Loan Operations, Development Loan Fund (responsible for 
the review, negotiation, and implementation of specific loan proposals which are 
submitted for consideration under the mutual security program to accelerate 
growth in the less developed economies of the world), 1958 to present. Home, 
8307 Newark Avenue NW., Washington, D.C. Office, Development Loan Funé, 
Washington, D.C. 


BIoGRAPHY OF Epmonp C. HUTCHINSON 


Edmond C. Hutchinson, born, November 23, 1913, Rosemark, Tenn., South 
western at Memphis, BA, 1932-36; University of Virginia, MA, 1936-37, 19340 
Ph.D, 1954; Virginia Polytechnic Institute 1937-38 ; claims examiner, economist, 
Railroad Retirement Board, 1940-41; Chief, Procedures and Analysis Section, 
War Production Board, 1942-43; Provincial Director General of Finance, Gor 
ernment of Iran, 1943-44; management analyst, Department of Commerte, 
1945-47; financial analyst, Chief, Finance Policy Unit, Deputy Chief, Public 
Finance Division (GS-15), SCAP in Japan, 1947-51; Associate Chief, Monetary 
Affairs Staff, Department of State, GS-15, 1952-53; Area Chief, International 
Division, GS-15, Staff Assistant to Director, GS-16, special assistant (National 
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Security and Foreign Economic Affairs), International Division, GS-17, Bureau 
of the Budget, 1953-58; Assistant Deputy Managing Director for Loan Opera- 
Nome Development Loan Fund, statutory position, 1958; voting residence, 
Maryland. 


3IOGRAPHY OF JOSEPH S. TONER 


Joseph S. Toner, born, January 19, 1917, Ohio. University of Minnesota, 
BA, 1939; Syracuse University, 1940, graduate studies in public administration ; 
newswriter, 1945; editorial associate, Public Administration Clearing House, 
Chicago, 1946 ; assistant to director, Public Administration Clearing House, 
1947-50; program analyst, Housing and Home Finance Agency, 1951; executive 
assistant, Housing and Home Finance Agency, 1951 ; executive secretary, MSA, 
IGA, FOA, 1952 55: executive secretary, office of the special assistant to the 
President, the White House, 1950, 58 ; Corporate Secretary, statutory position, 
Development Loan Fund; voting residence, Virginia. 


BIOGRAPHY OF JOHN EB. Loomis 


John E. Loomis: Born May 9, 1921, Wichita, Kans. Carleton College, Min- 
nesota; University of North Dakota, B.S. in Commerce, 1943; Yale Law School, 
LL.B., 1949; Associated with law firm of Fairchild, Foley & Sammond, Mil- 
waukee, Wis., 1949-57; Associate Director, Division of Trading and Exchanges, 
Securities and Exchange Commission, 1957-58; Associate Director, Division of 
Corporate Regulations, Securities and Exchange Commission, 1958-59; GS-16, 
General Counsel, Development Loan Fund; legal voting residence, Wisconsin. 


BIoGRAPHY OF Rosert L. MoorMAN 


Robert L. Moorman: Born February 13, 1909, Kentucky University of Ken- 
tucky, 1927-32, B.S. in C.E. Transitman, Kentucky State Highway Department, 
1932-34; resident engineer, J. Stephen Watkins, consulting engineer, Lexington, 
Ky., 1984-36; structural engineer, University of Kentucky, 1936; vice president, 
G. H. Leach Co., De Graff, Ohio, 1936-39; self-employed, consulting engineer, 
1939-40; engineering department, Louisville & Nashville Railroad, 1940-41; 
supervising engineer, Bond Service Section, Reconstruction Finance Corporation, 
1941-42; assistant regional engineer, Reconstruction Finance Corporation, Office 
of Defense Plants, 1942-44; Chief, Contract Termination Section, Engineering 
Division, Reconstruction Finance Corporation, Office of Defense Plants, 1944-48; 
engineer on transportation and heavy construction, Export-Import Bank, Wash- 
ington, 1948-59; GS-16, Chief Engineer, Development Loan Fund, 1959, voting 
residence: Virginia. 

Mr. Harpy. Did I understand you to say that with this personnel 
you have, you do not contemplate the servicing of your own loans? 

Mr. Hurcuinson. What do you mean by servicing ? 

Mr. Reppan. Does the Export-Import Bank service? 

Mr. Loomis. There are some functions that will and some that will 
not. 


Mr. Harpy. Then let’s wait until we get to that portion of your 
presentation. 

Mr. Monacan. May I ask a question? Are all of these persons in 
this country at the present time ? 

Mr. Hurcurtnson. Yes, sir. We have no field staff and at the pres- 
ent moment in our thinking we do not contemplate a field staff. 

Mr. Harpy. ICA personnel will perform that function for you? 
_ Mr. Hurcutnson. Such functions as are necessary to be performed 
in the field. This is one of the things I do want to talk about a little 
bit this morning. 
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Mr. Bray. At any given time how many people are you likely to 
have traveling ? , 

Mr. Hurcurnson. Again as to how many people I think that js a 
question I could not answer. We do anticipate a very significant 
amount of travel, however. This is one of the things that we want to 
do in our plan for surveillance of loans or administration of loans or 
whatever you want to call it. We do contemplate on-the-spot site 
inspections on construction projects by the DF L staff. 

Mr. Harpy. We must take a short recess to answer the quorum cal] 

Before we go, I want to ask you, Mr. Loomis, how long have on 
been in your assignment as General Counsel ; 

Mr. Loomis. Since July 13, sir. 

Mr. Harpy. July 13? 

Mr. Loomis. Yes, sir. 

Mr. Harpy. Are you aware of any recent administrative directive 
from the White House or the Cabinet or the top executive position 
having to do with discontinuance of verbatim transcripts of inter. 
agency conferences / toate. 

Mr. Loomis. I have not seen any indication of that, sir. Maybe 
because I have only been there a month and a half. But I can say 
that I have not seen anything whatsoever along that line. No, sir. 

Mr. Harpy. Have you, Mr. Hutchinson ¢ 

Mr. Hutcuinson. I have not. 

Mr. Harpy. You are not familiar with any directive or memoran- 
dum from Mr. Robert Gray having to do with interagency written 
records ? 

Mr. Hurcutnson. I am not. 

Mr. Harpy. Does the Development Loan Fund Board make yer- 
batim transcripts of its meetings ? 

Mr. Hurcuinson. They do not keep verbatim records of the Board 
meetings. 

Mr. Harpy. Mr. Atkeson. 

Mr. Arxeson. Let me besure. I say this positively, Mr. Chairman. 
[am not Secretary, however. So far as I am aware, the Development 
Loan Fund does not. I would like to ask the Secretary. But we do 
not record as official documents of the Development Loan Fund 
verbatim actions of the Board. 

Mr. Harpy. That wasn’t my question. It was not whether or not 
you record as official documents. My question was whether or not a 
verbatim transcript is taken of the Board meetings. 

Mr. Hurcurnson. I am certain in my own mind that they are not. 
There is a secretary who attends the Board’s meetings and records the 
Board’s actions. The nature of her notes, however, I could not testify 
to, to my personal knowledge, so I will have to check with the Secre- 
tary to be sure. 

Mr. Harpy. You have no knowledge of any high-level memorandum 
of recent vintage—by “recent” I mean a month or 6 weeks—which has 
to do with taking verbatim transcripts of interagency gatherings 
or board meetings or discussions ? 

Mr. Hurcurnson. No, sir. 

Mr. Harpy. Mr. Atkeson ¢ 

Mr. Arxeson. No, sir. 

Mr. Harpy. Mr. Moorman ? 
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Mr. Moorman. No, sir. 

Mr. Meaper. You said interagency ¢ 

Mr. Harpy. That is right. 

Mr. Meaver. The Board meeting would be intra-agency ¢ 

Mr. Harpy. That would in this particular case. 

[ was not necessarily suggesting that the memorandum would be a 
transcript of the Board. 1 wanted to find out of they did have them. 

Mr. Loomis. Mr. Chairman, I will have a check made for the past 
month and a half. I do not recall any this morning. I obviously want 
to cooperate as much as I can with the committee. I do not want any 
misunderstandings. I would like to go back and check, if there is any 
question about it. I do not recall anything this morning. Things 
come into the General Counsel’s office that I would look at and pass 
on. al ; 

Mr. Harpy. That is all right. 

Mr. Loomis. My present recollection is that there are none. 

Mr. Hurcninson. I am reasonably sure on the question you asked 
me concerning verbatim transcipts of discussions of the Board that 
no such transcripts are taken. But 1 would not be able to testify on my 
own personal knowledge as to the nature of the notes that the secretary 
has. 

Mr. Harpy. I would be interested in knowing whether or not such 
memorandum was received. 

We will stand in recess until we answer this rolleall. 

(Recess. ) 

Mr. Harpy. Let the subcommittee come to order. 

Mr. Hutchinson, will you continue 4 

Mr. Hurcuinson. I think we covered the major components of our 
organization. I was going to say that there are certain policies with 
respect to lending which are laid down in the statutes and there are 
a few others which the Board has established that I thought I might 
mention. 

First, the statute requires that there are a number of things that the 
Fund must take into account before it makes a loan. Among these 
there must be a demonstration that the project is economically and 
technically sound. There must. be a showing that it will make a con- 
tribution to the development of the country. We must obtain assur- 
ances that there is at least a reasonable prospect of repayment of the 
loan. 

We are also required to take into account any possible adverse effect 
of carrying out the project on the U.S. economy, with particular 
reference to surplus labor areas. 

Mr. Harpy. What was the second item listed ? 

Mr, Huvcutnson. I am not sure of the order in which I listed 
them. I will go over my list here: the economic and technical sound- 
ness of the project ; the contribution of the project to the development 
of the country —— 

Mr. Harpy. That is it. Thank you. 

Mr. Hurcninson. Another important one that I left out in that 
listing is the availability of other sources of financing. In this sense, 
the Development Loan Fund is a bank of last resort. We must take 
Into account whether financing is available from other sources before 
we make a loan. 

48437—60 6 
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Mr. Monacan. May I ask where these criteria are set up? 

Mr. Hurcuinson. They are set up in the statute. 

Mr. Monaean. Thank you. 

Mr. Hurcuinson. In addition to these things, the Board has 
established 

Mr. Harpy. Before you leave that, I would like to ask you a ques- 
tion in that connection. What latitude do you have for making q 
loan on the basis of political considerations rather than strict adher. 
ence to these statutory requirements ? 

Mr. Hurcuinson. The statute—check me as I speak, Tim, because 
I want to be sure I am right—the statute provides that these ar 
factors which must be taken into account in making the loan. They 
are not factors which the law says that if not met, the loan cannot be 
made. 

But, as a practical operating matter, we have always been very 
careful to get these conditions met. Insofar as political considera. 
tions are concerned, it is, of course, true that political considerations 
do enter into our operations. 

As I think I indicated earlier, our fundamental purpose is to fur. 
ther the foreign policy of the United States. I think it would be fair 
to say, however, that the political considerations are usually taken 
into account in terms of guidance as to the countries in which we 
operate, as to the relative urgencies of developmental needs in a par- 
ticular country or political needs in a particular country, as opposed 
to another country. And this, of course, changes from time to time, 

Mr. Harpy. In order to do that you are going to have to be experts 
on the total economic condition and the long-range economic develop- 
ment of that country, if you are going to advise them and make the 
project conform to their requirements. 

Mr. Hurcutinson. Experts is a word I like to avoid. I always 
hesitate to claim expertise. Certainly these are things which we must 
be aware of and take into account in deciding whether to make a loan, 

Mr. Harpy. To get back to the question that I was concerned about, 
these criteria that you have listed are certainly ones that would nor- 
mally be expected to apply to a bank loan. 

But I wonder whether the State Department and ICA recom- 
mendations in the area of purely political justifications may actually 
be controlling in some of these loans. 

Mr. Hurcurnson. Those recommendations certainly, sir, are taken 
into account. I do not think I could recall a case in which I could 
in fairness say that those recommendations had been controlling. We 
do depart from the priority of recommendations among countries, 
even by those agencies. We depart from the priorities which the 
USOM and the diplomatic missions may recommend. I do not think 
that in fairness I could charge either of those agencies with insisting 
that we make a particular loan even though in our judgment that loan 
is economically and financially unsound. 

They may be extremely interested in our making loans in a par- 
ticular country at a particular time. But to require us to make 
particular loan, I do not think I could testify that there has been an 
instance where this has occurred. 

Mr. Harpy. To get down to the real crux of that particular pot, 
is it true that actually specific amounts of development loan funds ar 





cou 


h 
of | 
dor 


rect 
hav 


tio 
rect 
h 


wel 
the: 
trie 


fun 
of t 
Iw 


d has 


| ques- 
king a 
adher- 


CASE 
Se are 

They 
not be 


n very 
sidera- 
rations 


to fur- 
be fair 
y taken 
Lich we 
1 @ par- 
ypposed 
to time. 
experts 
levelop- 
ake the 


always 
we must 
e a loan. 


d about, 


uld nor- 


_ Tecom- 
actually 


re taken 
. I could 
ng. We 
countries, 
hich the 
rot think 
insisting 
that loan 


in a par: 
> make & 
s been an 


lar point, 
funds are 


DEVELOPMENT LOAN FUND 73 


allocated or earmarked, or whatever you may call it, toa particular 
country, and then efforts are made to go out and find projects - use it Q 

Mr. Hurcutnson. This is contrary to our general method of opera- 
tion and our general policy. ; 

Mr. Harpy. But it is done! — 

Mr. Hurcuinson. It has been done in a few cases, this is correct. 
But when it is done, sir, I would also have to hasten to add, we still 
reserve the right to, and do in fact, examine each project that is sub- 
mitted in connection with that allocation and decide whether we will 
make it. We have rejected many applications that have come in with- 
in that kind of situation. yes 

Mr. Harpy. What if other than political reasons is the reason for 

ision ? 
ee erercrsineon. I think there probably were political decisions 
in setting aside specific amounts for a few countries somewhere. 

Mr. Atkeson points out that where we did earmark particular 
amounts of money for particular countries, that my Statement may 
have been a little extreme when I said there were political reasons for 
doing this. There were political reasons. There were other reasons 
as well. Joint operations, such as were being undertaken in India, 
joint operations in the stabilization program which were being under- 
taken in Argentina, our joint operations with the OEEC, such as 
were being undertaken in Turkey. wal 

Mr. Harpy. Are you suggesting that the joint operations them- 
selves were not based on political considerations ? 

Mr. Hutrcutnson. They were in part based on political considera- 
tions. But also on economic consideration. 

Mr. Reuss. Mr. Chairman, I am unclear as to the nature of the 
immediate proceeding. I think it is useful to the committee to hear 
the names of countries. I thought this was to be off the record, but 
I notice the reporter is taking it down. 

Mr. Harpy. We are off the record only as far as the names of the 
countries are concerned. 

(Discussion off the record. ) 

Mr. Harpy. I do not want the responsibility for disclosing names 
of countries in this kind of a proposition, if it has not already been 
done. You say it has already been done, Mr. Atkeson ? 

Mr. Arkeson. Yes, sir. 

Mr. Monacan. On the other hand, if necessary we could go off the 
record in order to get information that you might think we should 
have. 

Mr. Harpy. At any time during this discussion if there are ques- 


tions that come up involving information that we ought to go off the 
record on, please advise us. 


Mr. Hurcuinson. All right. 


I would say that in the situations which I have mentioned, there 
were combinations of economic and political factors entering into 
these decisions to set aside certain amounts of funds for these coun- 
tries as a part of these joint programs. 

here was one at least, and perhaps two other situations, in which 
funds were set aside for a particular country which were not a part 
of these kinds of joint operations. But in all of these circumstances 
I would like to say for the record that we still in those circumstances 
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reserve the right to consider individual projects within those ear 
markings and have in fact so done, and we have in fact rejected proj. 
ects within those countries, and in a number of the cases we have bo 
yet come up to earmarkings because of the fact that acceptal 
projects have not been sent in. 

Mr. Bray. Mr. Hutchinson, I understood you to say that these 
earmarked situations are exceptional situations? ee 

Mr. Hurcurinson. They are exceptional insofar as our policy js 
cerned ; yes, sir. : 

Mr. Bray. You just referred to them as nevertheless resulting from 
a combination of political and economic factors. Yet the economies 
factors that you consider in your normal situation have to do with 
specific projects. So you were using this word “economic” really jy 
two different ways. t 

I wonder if you could clarify it. Wasn't it the addition of political 
factors that led you to make an exception and to earmark jin thes 
particular cases? Are there any cases where you have earmarked 
where you do not feel that the political factors played any particular 
importance at all? 

Mr. Hurcurnson. I think I have testified that the political factors 
operated in all these cases. Economic factors also operated, however 

For example, in connection with the desire to put the Turkish 
economy on a better basis, to cut off the—not to cut off—to restrict the 
supply or credit situation and put her in a position where she could 
pay off. 

Mr. Bray. These are not economic considerations with which the 
Fund ordinarily concerns itself ? 

Mr. Hurcurnson. These are not economic considerations which 
determine whether or not we could do a particular project. 

Mr. Harpy. When you talk about strength, the condition of a 
country, I do not know whether that is economic or political. It is 
more likely a political determination. 

Mr. Hurcurnson. It is a political determination that it is in the 
United States interest to strengthen the economy of this particular 
country ; yes, sir. 

Mr. Harpy. As a matter of fact, is that not a factor in practically 
every case in—— 

Mr. Hurcurinson. From this point of view, sir, the entire operation 
of the DLF is political. 

Mr. Harpy. It would have to be. 

Mr. Hurcutnson. It would have to be. If it is not political in 
that sense there is no excuse for its existence. 

Mr. Harpy. If there weren’t an economic need in the country for 
it, there would not be any excuse for its existence, either. 

Mr. Hurcutnson. Exactly. What I am saying is that in these 
countries in which we earmarked, these two factors were operating 
And then the specific factors which I have mentioned here were taken 
into account in determining whether or not we would do a particular 
project within the earmarking. 

Mr. Harpy. In other words, you are telling the committee that you 
did not approve any specific project within those earmarked areas 
unless they met your criteria with respect to these factors that you 
listed a while ago? 
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Mr. Hurcuinson. In which we did not take into account all of 
these criteria and make a judgment. . ‘ eee: 

Mr. Harpy. I do not know what “take into account” means. Some- 
times you can take into account a particular factor and then decide 
because of the polit ical necessity to 1gnore the factor. — 

Mr. Hurcuinson. What I am trying to tell you is that I am not 
absolutely certain that every project that we have financed 1s abso- 
jutely technically and economically sound, that we have— 

Mr. Harpy. You could make a negative statement on that and say 
that you eannot be sure that the MajyOrity of them are technically 
and economically sound. ; 

Mr. HutTcHINSON. I will say that we have examined every project 
from these points of view and have made findings in our judgment 
that they are technically and economically sound. 

Mr. Harpy. You have made these findings that they are / 

Mr. Hutcuinson. We have made findings that they are, that is 
correct. . 

Mr. Harpy. And you have not made any loans without such a 

ding / 
> The loan paper which is submitted to the Board 
must specifically deal with the question of the economic and technical 
soundness of the project and the— 

Mr. Harpy. And make an affirmative finding ? 

Mr. Hurcninson. Make a recommendation to the Board that we 
find that it is economically and technically sound. 

Mr. Harpy. Is that true with respect to all of the projects which 
have been approved for Israel ? 

Mr. Hurcuinson. One, the first Israel loan was made before I came 
tothe Fund. This was a period of transition from the ICA to the 
DLF system of financing. I am not sure of the specific finding that 
was made with respect to each of those projects. 

Mr. Harpy. As a matter of fact, didn’t you make loans to Israel 
without having them tied to specific projects ¢ 

Mr. Hurcurnson. We made loans to the development bank in Israel 
just recently, in which we put up a certain amount of money, which 
they are able to reloan for capital projects in Israel. We do not our- 
selves have to make a specific finding with respect to each of the 
projects for which that bank lends its funds. We do have to, how- 
ever, pass on the criteria in which they exercise these judgments. So 
it is correct to say that in the development bank sort of situation we 
do not make this kind of a finding. However, the bank to which we 
lend the money is required to examine the project from these points 
of view. 

One other reason that I hesitated a little, it needs to be recognized 
that while we operate like a bank, take all of these factors into account, 
and have to be satisfied as to the economic and technical soundness 
and likelihood of repayment, and so on, of these projects, that funda- 
mentally this analysis isa means toanend. Weare in the development 
business, and we have to make our loans in the development. context. 

But we do examine each of the projects for which we make the 
loans directly ourselves from this point of view. And we do require 
the banks to which we make loans for further lending to examine 
the projects for which they make loans— 
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_ Mr. Bray. In a case like that, you regard the development bank 
itself as a project ? 

Mr. Hurcurnson. That is right. 

Mr. Bray. I do not suppose that you regard an earmarking ag q 
project ? 

Mr. Hurcninson. We do not. 

Mr. Bray. How does the application for an earmarking of funds 
reach you? 

Mr. Hutcutinson. Normally we do not get an application for ap 
earmarking of funds. 

Mr. Bray. You must get some piece of paper that starts you in 
action. What would be the nature of that? If it is not an applica 
tion, what is it ? 

Mr. Hurcutnson. This can be an international discussion at which 
the United States is represented. It can be recommendations from 
the field. It can be discussions with various officials of the U8 
Government with various other officials in which possible requirements 
are discussed. The funds are not earmarked then. But earmarkings 
can arise out of these things. And then the earmarking is done on the 
initiative of the DLF itself as an institution, without an application 
for an earmarking of funds. 

Mr. Bray. Someone must make the request to you. Would it be 
fair to state that those requests would normally come from the Depart. 
ment of State ? 

Mr. Hutcutnson. I suppose it would be fair to say that they do. 

Mr. Harpy. I do not understand. You said the earmarking js 
done on the initiative of the Fund itself. Do you earmark money for 
a particular country without having a specific request for it? ~ 

Mr. Hurcninson. Without having any specific request from the 
country itself for it. We do not get a formal application from a 
country, as a usual thing. We may well have received a formal 
request in the case of Argentina, but that was done actually after the 
earmarking was done. 

Mr. Harpy. But insofar as your records go, you have earmarked 
these funds on your own initiative and you have nothing to indicate 
that you have an application for it, or that anybody told you it was 
needed. It was just your own judgment? 

Mr. Hurcurnson. It is the judgment of the Board of Directors of 
the Development Loan Fund. 

Mr. Harpy. So the Board of Directors is in the business, then, of 
deciding on its own initiative that it should earmark so much in terms 
of U.S. dollars for loans to a specific country? I want to understand 
it. 

Mr. Hutcutnson. When you say “on its own initiative”’—— 

Mr. Harpy. You said on your initiative. 

Mr. Hutcutnson. Maybe I used the wrong word. What I meant 
was that it is done by a specific action of the DLF, without necessity 
for an application from a country for a particular earmarking. __ 

I think it is fair to say that these actions originate usually outside 
the Development Loan Fund in the sense that the impetus for doing it 
comes from without the DLF rather than from within the DLF, asa 
usual thing. 
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Mr. Bray. Can’t you be more specific, as I suggested in my earlier 
nestion? Where would it come from outside of the DLF other than 
the Department of State? 

Mr. HurcHINnson. It would normally come from the Department of 
State. However, 1t can come from 

Mr. Bray. Do any occasions occur to you where it came from any- 
where else ? . ee 

Mr. Hurcntnson. There is an occasion that I am not positive of, 
where you can say the initiative was not taken directly by the Depart- 
ment of State. 

Let’s go off the record. 

Mr. Harpy. All right. 

(Discussion off the record.) 

Mr. Harpy. Let’s get back on the record. 

I do not want to belabor this point, but before we leave it and 
proceed to another aspect of your activities, I want to bring this up 
and see how it ties in with the discussion we have been having. 

This comes from the GAO report on the Development Loan Fund: 


On June 25, 1958, DLF signed a loan agreement with the Government of Israel 
for $15 million to finance the import of capital equipment. Originally, Israel 
applied for the financing of local costs of development activities, but DLF was 
unwilling to accept this proposal because it would have added to Israel's foreign 
exchange reserves and created the possibility that such reserves might be used 
for purposes other than economic development. Instead, DLF agreed to finance 
the foreign exchange costs of equipment imports for five selected economic 
sectors. DLF required Israel to submit a list of the desired commodity cate- 
gories and, when the country presented its second loan application, several 
items in the nature of maintenance and operating supplies were found ineligible 
and were eliminated. However, DLF did not insist on the submission of specific 
projects for which the commodities were to be used. 


So you did not have any projects. You just approved a bunch of 
commodities. How you could tie that to sound economic and technical 
justification is a little hard for me to comprehend in the light of what 
has been said. 

Mr. Hurcutnson. I will say two things with respect to it, Mr. 
Chairman. One, this is not the usual policy of the DLF. Secondly, 
I would also say that the legislation does authorize us to finance 
projects and programs. This was interpreted to be a program within 
the meaning of the legislation. 

Mr. Harpy. As a matter of fact—and I do not want you to lose 
your trend of thought, but I think this is important, if this is correet— 
did you not actually approve loans for specific commodities which 
had already been placed on order? 

Mr. Hurcuinson. I don’t know the answer to that one. You are 
talking about the case of Israel ? 

Mr. Harpy. Yes, I am talking about this particular Israel 
proposition. 

Mr. Hurcutnson. I do not know. 

Do you, Tim ? 

Mr. Arxeson. No, I donot know the answer. 

Mr. Harpy, Let’s read the next paragraph of the report: 

Israel emphasized the immediate need for the loan funds and contended that 
to devise projects for DLF financing would delay this assistance by at least 3 or 
4 months. A representative of the Department of State earlier had accepted 


Israel’s request and agreed that the delay resulting from the preparation of 
Project proposals should not be imposed on that country. 
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So the Department of State is calling your shots, according to this 


In fact, Israel had arranged for some of the imports before its loan application 
had been approved and DLF, under authority contained in the loan agreement 
subsequently agreed to finance purchase orders which had been placed prio; 
to the date provided in the agreement. Prior 

Mr. Hutcnrnson. This may well be true. I would point out, hoy. 
ever, as I did before, that we do think we are authorized to finance 
programs where the occasion requires. , 

Mr. Harpy. I am not suggesting that you are not authorized to do 
it. But I am trying to understand whether or not these political con. 
siderations and the commitments made by the Department of State 
override the factors which you listed just a while ago. 

Mr. Hurcurnson. I still would answer, sir, that in my judgment 
they do not. I would say with respect to the Israel loan we were stil] 
in the ICA at that time and not a corporation in our own right. 

I would also say that while I was not at the Fund at that time, ] 
am reasonably sure that this program was analyzed for its economic 
implications, and I am sure that a decision was made that there were 
reasonable prospects of getting repayment of the loans. 

Mr. Harpy. In order to bring this to a head, and I think this wil] 
probably button it up: You enumerated a number of factors a while 
ago which I believe are set forth in the statute itself. 

Mr. Hutrcurinson. Yes, sir. 

Mr. Harpy. You have indicated that consideration is given to each 
of those factors, and that there is an affirmative finding with respect 
to it. 

Mr. Hutcninson. There is today. Whether affirmative findings 
were made with respect to these factors in the case of Israel, I do not 
know. Ihave not checked that record. 

Mr. Harpy. Before we leave this entirely, and maybe some of the 
other members of the committee have questions: Is your definition 
of a project and your definition of a program in conformity with those 
definitions as used by ICA? What is your definition of a program! 

Mr. Hutcuinson. I think our definition of a program—I do not 
know that we have ever formally defined it—I would define a pro- 
gram as—I am looking for a noun—TI can define a project better than 
I cana program. 

Mr. Harpy. Might I suggest a program is anything other thana 
project? Will you except that? 

Mr. Hutcutnson. I think a program, however, in our definition, 
must be something that is clearly delineated as being an undertaking 
by a borrower to accomplish an economic purpose, that its metes and 
bounds must be clearly defined, but it does not necessarily result ina 
specific plant or a specific dam or something of that sort. 

I would make a distinction on that basis. 

Mr. Reuss. Mr. Chairman, may I ask either of our counsel here or 
the people from DLF: Is there any legislative history on the use of 
the words “program” or “project” in the act which would shed light 
on it? 

Mr. Hvrcntinson. I do not think there is any legislative history on 
the use of these words as such that I am aware of. But I think there 
is legislative history that indicates that we might pick up this sort of 
thing on occasion. 
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Mr. Arxeson. It is very brief. Mr. Dulles used the terms “projects” 
and “programs.” Mr. Dillon used the terms “projects” and pro- 
orams.” Mr. Dillon gave some examples. I think he referred to a 
country’s 5-year highway program or a railway rehabilitation pro- 
oram. 9) Om . 
~ Mr. Harpy. ICA uses the phrase “country program.” That is pro- 
fuse in all of ICA’s operations. Projects combine within those coun- 
try programs. I am trying to understand what DLF’s definition is. 

“Mr. Hurcntnson. We do not finance country programs in that 
sense. Our financing is done without regard to a country program 
in the ICA sense. ‘ 

Mr. Harpy. Are there any further questions on this particular 
point 3 

Mr. Monacan. I havea few, Mr. Chairman. 

I suppose that you have applications from many countries which are 
not finally granted. Do you have any standard by which you allocate 
funds as between countries which may be more or less valuable to us 
as far as their economic soundness is concerned ? 

Mr. Hurcuinson. No, sir: we do not have any standards for alloca- 
tion of funds among countries because it is contrary to our basic policy 
to allocate funds among countries. 

Mr. Monacan. You might have an application from India and one 
from Indonesia, for example. Would you have any political standard 
in determining as between those countries which loan would better 
serve the foreign policy of the United States? 

Mr. Hurcurnson. We have no specific standards. We try to oper- 
ate this way, and this is the way we are operating now; I am not sure 
how long it has been in effect. We try to prepare an advance work 
program based on the applications we have on hand, where they stand 
in relation to the necessity for obtaining further information, whether 
the engineering has been done, this sort of thing. In other words, 
their state of readiness for processing. 

So We prepare a work program for the future based on this. That 
work program goes to the Department of State and it goes to the ICA, 
and we get their recommendations then with respect to this work pro- 
gram. This will influence whether we move forward on this project 
orinthis country, perhaps. It will not, however, determine it. That 
judgment is taken into account. 

The state of readiness of the project, however, is also taken into ac- 
count. And from where I see it—and there may be others whose judg- 
ment, would be different on this, in the DLF and elsewhere—it ap- 
pears to me that the most important factor that determines whether 
a project moves is whether or not it is in fact ready to move. Whether 
we have the information necessary to move the project forward. 

Staff time is also an important consideration. It depends on whether 
the loan officer is already deeply involved in another project and 
whether he has the time to address himself to it. 

These very practical considerations enter into it. But we do get 
this judgment by submitting the work program to those two agencies 
and asking for their recommendations with respect to it. 

I have never made an item by item check to see how closely it is 


followed. But I am positive that you will find very substantial devia- 
tions from their recommendations. 
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Mr. Monacan. But this is a political matter rather than a Matter 
of making money by loans, is it not? 

Mr. Hutcuinson. This question of priorities is a political matte 
yes, sir. But I come back to the point I was trying to make earlier. 
that, notwithstanding these politcial considerations, we still resery, 
the right not to move forward on a project if in our judgment it js 
not ready to move forward. 

Mr. Monaean. I understand that. What I am asking about ig thy 
soe considerations, whether you have some method or procedyp 

y which you determine which of these loans is most advantageoys 
politically to the United States. 

Mr. Hourcurnson. I think in part the submission of the work pro. 
gram accomplishes this. Also, the loan officers are in day-to-day cop. 
tact with the desk officers in the Department of State in—~— — 

Mr. Monacan. You do take this into consideration ? 

Mr. Hutrcurinson. We do take this into consideration undoubtedly, 
because we are an instrument of the U.S. foreign policy. We do tak 
it into account. But I do want to emphasize very strongly the poini 
that I have made, that if we do not feel that a particular project j 
ready to move economically and technically, we do not move. It may 
be that—that is the best way to put it. 

Mr. Monacan. You also said there must be a reasonable chance of 
repayment. What about the currencies in which these loans are rm. 
payable? Are they repayable in dollars? 

Mr. Hurcuinson. Some are repayable in dollars. The majority of 
them have been repayable in local currencies. It depends on the cir. 
cumstances. 

Mr. Monacan. How is that determined as to how they should kk 
repaid ? 

Mr. Hurcutinson. It depends on a number of factors again. You 
cannot set up—at least we have not found it possible, let’s put it that 
way, to set up any hard and fast rules on this score. We get advice 
from the various lending agencies. We get advice from IBRD, from 
the Export-Import Bank, from the country team, from the ICA, aste 
the ability of a country to service dollar debt. This is taken into 
account and we exercise our own judgment. 

In some countries we found we just do not think that you could er 
ect this country to undertake further dollar indebtedness and exce 
or most unusual circumstances we will make all our loans repayable 

in local currencies. There are certain other countries in which w 
reach the opposite conclusion and all our loans so far have been repay: 
able in dollars. 

You get in between countries and at one extreme there may be it: 
dividual circumstances. 

So we also take into account in making our recommendations the 
nature of the project itself. We have felt that while the country may 





be in balance of payments difficulties and while our fundamental pur | 


pose is to contribute to its development, that if the project we a 
financing is going to earn a very substantial amount of foreign & 
change as a result of our loan, that we might very well ask some dollar 
repayment. We have done this, for example, in the case of the Bo 
livian sugar mill where they were going to save $4 million a yearil 
foreign exchange from the putting in of this sugar mill that was going 
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to, I think—I think 50 percent, I am not sure—50 percent of the coun- 
ats imports of sugar were going to be taken care of by putting this 

in, We felt in that case we should ask for dollar repayment. Wedid 

ot it. 

vs Thess kinds of factors: the nature of the country’s balance of 
ayments and general economic situation itself, and the nature of the 

individual project. 

aguas Could you say what percentage of your loans at the 
resent time are payable in dollars and what in other currencies ? 

Mr. Hurcutnson. This figure is available. If my memory serves 
me right—again, I would like to check—I think as of this moment in 
terms of dollar volume, about 20 percent is repayable in dollars. 

Mr. Monacan. Thank you. 

Mr. Harpy. Are there any further questions ? 

Mr. Meaper. I am interested in the available credit from other 
sources and your relationship with other agencies lending overseas, 
such as the Export-Import Bank, Inter-America Development Fund; 
can these people shop around and go from your bank to another bank? 

Mr. Hurcutnson. They can try. 

Mr. Mraper. And the private banks; what is the delineation be- 
tween your function and that of the Export-Import Bank and the 
other agencies ? 

Mr. Hurcuinson. Now you are asking me another question. 

Mr. Monacan. Would you read that question ? 

(The reporter read the question. ) 

Mr. Hurcutnson. First, we take the availability of financing from 
other sources into account by the very nature of our Board of Directors 
by having the President of the Export-Import Bank and the U.S. 
Executive Director of the International Bank on our Board. We 
have some relation with all these agencies and they can know what is 
going on within their own agencies and bring this knowledge to bear 
inthe Board consideration of individual loans. 

However, our relations are much more specific than that. We have 
a system that whenever we receive an application, if it looks like one 
that might possibly meet our criteria and not be rejected out of hand, 
we refer it as a matter of procedure to the Export-Import Bank before 
we look at it at all. They make the decision as to whether or not they 
are interested in the project before we address ourselves to it. 

We do not have that formal procedure with the IBRD. Our loan 
officers, however, are under instructions to contact the IBRD on every 
loan we receive and discuss with their counterparts in the IBRD 
exactly what the Bank is doing in those countries, whether they have 
any knowledge of the project, whether they are interested in financing 
the project. If they pick it up from us we will be happy, or we would 
like any other information concerning it that they would like to give us. 

So far as the private banks are concerned, we ask the borrower what 
efforts he has made to obtain private financing. We do ourselves 
take the initiative frequently. If something looks like this is one that 
you would think the private banks might be interested in, we will 
take the initiative ourselves in contacting a number of banks to see 
ifwe can get them to finance it. We have done this on quite a number 
of occasions on an individual project basis. 
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The Office of Finance and Development is responsible for pursuin | 
this as a general overall matter. We are even pursuing the Possibility | 
of getting some foreign banks to do it. We think in one particuly 
‘ase we may have a foreign bank finance it rather than having to ho 
part of it ourselves. A ; 

Mr. Meaper. If the credit is available elsewhere, you would not 
make the loan; is that correct? You are really the end of the line’ 

Mr. Hurcurinson. We are basically the end of the line. I woyj 
not want to answer your question to say absolutely if the credit ; 
available somewhere else we would not do it. ‘ 

Mr. Harpy. There again it would depend on the recommend 
of the State Department ? 

Mr. Hurcentnson. Again, sir, I know of but two cases in whic 
there has been any showing that financing might be available 
other sources in which we have gone forward with the loan. 

Can I go off the record on this? 

Mr. Harpy. Off the record. 

( Discussion off the record. ) 

Mr. Harpy. Back on the record. 

Mr. Meaver. Your reference to reasonable terms of financing fron 
other sources than the Fund raises a question that I ran into when 
we were investigating RFC loans. They were not supposed to make 
loans where financing was available on reasonable terms. That js 
pretty elastic criterion. 

How do your terms differ, for example, with the Export-Import 
Bank’s terms, or the IBRD’s terms with respect to the period over 
which repayment should be made, or interest, or any other of the 
provisions of the loan which you might regard as reasonable terms 
but more stringent terms would be required by the other sources of 
credit ? 

Mr. Hurcutnson. I was going to speak to this later. Insofar as 
interest rates are concerned, fundamentally we have two interest rates, 
This has been a decision of the Board, which has been approved by 
the National Advisory Council. 

On so-called economic overhead or economic infrastructure-type 
projects—the best example of which I can think of being roads or 
multipurpose dams—this sort of thing, the interest is 3.5 percent. 

On other projects the interest rate is the same as the rate fora 
similar project by the Export-Import Bank. We charge the same 
rate they do on that kind of a loan. So all our projects of that type 
are at the Export-Import Bank rate. 

Insofar as term is concerned, we try to relate the term to the nature 
of the project itself. I think there is no statutory limitation on the 
term. I think there is some perhaps legislative history, or maybe this 
is an executive decision. I am not sure, but it is 40 years. The longest 
we have ever made is 35. The shortest is, I guess, 18 months, and the 


ation 


from 


average is around 15 years. But these maturities are related to the life | 


of the project, usually in accordance with normal banking practices 

I would say, however, again, that since we are in the development 
business, I can imagine situations in which we might extend the terms 
over what a normal bank might extend them. They might be longer. 
Our terms are longer than the normal commercial bank because coll 
mercial banks do not usually finance long-term investment of this 
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grt. But the term is usually about the same sort of term that you 
would get from the IBRD or from the Export-Import Bank. 

Mr. Meapver. Can the Export-Import Bank make loans repayable in 
foreign currencies? vids § 

Mr. Hurcutnson. Not with its regular dollar funds, sir. They are, 
however, under the Executive order issued under Public Law 480, the 
agency designated to make loans under the so-called Cooley amend- 
ment. These are local currencies which we get from the sale of agri- 
cultural surpluses abroad. A part of those currencies can be allocated 
to the Export-Import Bank to make loans in local currencies. These 
are not dollar loans repayable in local currencies. T hese are loans in 
actual local currencies themselves, and they are making such loans. 
But this is a separate function from their normal dollar financing and 
sits on the side. , 

Mr. Meaper. So, since the Export-Import Bank cannot loan its own 
capital for repayment in foreign currencies, right there you have an 
advantage in reasonableness of terms automatically; is that correct? 

Mr. HurcruiNson. That is correct. But I would also hasten to add, 
sir, that we submit, as I said, the application to the Export-Import 
Bank, and if the Export-Import Bank is willing to finance the project, 
we do not. 

Mr, Meaper. How about this new Inter-American Development 
Bank; are they more or less intended to function in the same field in 
which you are, except for this geographical area limitation ? 

Mr. Hurcurnson. I am afraid you have the wrong witness. I am 
not completely sure exactly how the Inter-American Bank is going 
to operate. Just how we will relate to it, 1 am not personally com- 
pletely sure. Lies . » 

There have been, I do know, discussions of this question. There has 
been testimony on the subject. I am not personally familiar with it 
in detail, however, so I think I would clutter the record if I testified 
to that point. 

Mr. Monacan. You mentioned the sugar mill in Bolivia. Is that 
the mill that is about a half million dollar project ? 

Mr. Hurcuinson. No, sir; that is a bigger project than that. I 
think we loaned them $2 million, something of that sort, on that 
project. Two and one-half million dollars. The project you are 
thinking of sounds like the airport down there rather than the mill. 

Mr. Monacan. No, I am talking about the sugar mill in Bolivia. 

Mr. Hurcutnson. I am sure- 

Mr. Bray. The first loan was LaBelgica. 

Mr. Hurcutnson. That is right; $2,500,000. 

Mr. Monacan. Was there a sugar mill in Bolivia running about 
$500,000 ? 

Mr. Hurcutnson. Not that we have had anything to do with. 

Mr. Monacan. Does this $2 million cover more than the machinery 
itself ? . 

Mr. Hurcurnson. I do not think so. There may have been a small 
amount of local cost in that loan. I do not think so. I ean check. 

Mr. Bray. Page 27. 

Mr. Hurcurnson. The description of this project here is “financing 
the foreign exchange cost of acquiring the equipment, materials, and 
supplies.” So apparently there was no—wait a minute. It appears to 
be foreign exchange cost. 











84 DEVELOPMENT LOAN FUND 


Mr. Monacan. The reason I am asking, I have in my distrig 
company, Farrel Birmingham, which was interested in furnishin ie 

Mr. Hurcuinson. This is the project that they were interested jp | 
even though it is $214 million. This is the project. 

Mr. Monacan. The figure they gave me was approximate) 
$500,000. 

Mr. Hurcninson. This is probably the equipment that they wep 
talking about. There was a question whether they would buy from 
Farrel Birmingham or from Germany. 

Mr. Monacan. That is right. They were in a surplus labor mg. 
ket and a generally depressed economic condition in the area at th 
time that this business came up. They were very disturbed that gl. 
though they made a bid on this, the business was given, as I yecql 
it, toa West German firm. 

Mr. Hurcuinson. A particular item of equipment was bought, y 
West German mill, to the extent of about $500,000. But I do wan 
to emphasize that the total loan was $21%4 million, of which a yey 
substantial part was in fact spent in the United States, even though 
this particular major item of equipment was bought in Germany, 

Mr. Monacan. What was the reason for that ? 1 

Mr. Hurcurnson. The basic reason was, sir, that—I cannot remem. 
ber the exact figures, but the German equipment was very substan. 
tially cheaper—25 to 30 percent, if my memory is correct. And ther | 
was a certification by the American consulting engineer on the project 
that the German mill better served the borrower’s needs than the 
American mill in this particular case. 

Mr. Monacan. Because of the price differential ? 

Mr. Hurcninson. Not only because of the price differential, but 
for technical reasons. Something about the—I do not know, but, 
technical reason. 

Mr. Monacan. I would like to know about that, because that is the 
first time I have heard of that. 

Mr. Hurcutinson. All right. 

Mr. Monacan. What is the policy with reference to the purchase 
of equipment from American manufacturers, and where is it set down, 
if it is set down ? 

Mr. Hurcutnson. The basic policy of the Development Loan Fund 
I suppose is set forth in the Mutual Security Act itself. We ar 
operating under that act. Which section is it that provides the author. 
ity for procurement from free world sources ? 

Mr. Arxerson. I think it is section 510. 

Mr. Hurcninson. We do permit procurement from free world 
sources. On the other hand, we are under injunction to take into 
account the adverse effects at least of our loans on areas of substantial 
labor surplus, and the effect of a particular project is taken into 
account in the decision as to where the procurement is to be made. | 

The general U.S. policy with respect to procurement under the | 
U.S. mutual security program is, I think, a matter of the Council m 
Economic and Foreign Policy. a 

Mr. Monacan. With reference to particular bids, is there any divit- 
ing line as to when you will buy American and when you will buy from 
other countries ? 
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Mr. Hureutnson. This raises another question I was going to touch 
on later. You said whether we will buy American or whether we will 
Wye, MoNAGAN. You will finance the purchase. oe fs 

Mr. HutTcHINson. Our basic position on this is that this is an eco- 
nomic judgment that the borrower must make. If heronaranres, 3 
makes more sense for him to buy non-American equipment, we wl 
go along with his decision not to buy American equipment. ’ 

Our policies, I would have to say, I suppose, are being looked at 
right at this particular moment. I think Mr. Dillon himself testified 
to this, that we are examining our procurement policies. We are 
exploring another avenue, too, and I emphasize “exploring” here. 

If the borrower 1s proposing to buy non-American equipment, what 
are the possibilities of his getting that financed from other than U.S. 
sources? The European countries do have quite a number of credit 
arrangements of various sorts with banks and supplier credits and 
so on. We are exploring the possibility of being able to push him 
further and try to get some financing from those sources. We have 
not, however, had any policy which would require a procurement in 
the United States. 

Mr. Meaper. If the gentleman would yield at that point: Is that not 
a second feature of your loaning powers that differs from the Export- 
Import Bank, which is required to loan only for the purchase of 
American equipment ? , : 

Mr. Hurcutnson. It is. I am glad you mentioned it. It slipped 
my mind. 

Mr. Meaper. So with respect to repayment in dollars and with 
respect to the procurement of equipment from the proceeds of the 
loan outside the United States, you have two distinct advantages with 
the borrower, and they might bear upon the reasonableness of the 
terms of credit available elsewhere. 

Mr. Hurcuinson. They might. Again the circumstances in which 
we would say that the price alone would determine its reasonableness 
might be limited; there would be very few cases. I do not recall any 
in which because of the price we have said it isn’t sensible for the 
Export-Import Bank to finance. I do not remember any such case. 

Mr. Harpy. I do not like to interrupt, but we are going to have to 
adjourn very shortly. We lack a whole lot of getting the picture. 

Mr. Hurcninson. We have some pictures I would like to give you. 

Mr. Monacan. I have no further questions. 

Mr. Harpy. I wonder if we might get back to Mr. Hutchinson’s 
outline and Jet him proceed uninterrupted for a brief period of time. 
We are going to have to go to the floor pretty soon. 

Mr. Hurcutnson. There are a number of other policies that the 
Board had adopted with respect to our lending, such as we will not 
normally finance working capital requirements; we do not normally 
finance the exported credit sort of thing. We do not usually do 
refunding operations, this sort of thing. Y 

Ihave commented on our interest rates and the period of our ma- 
turities. So far as our procedures for making the loans themselves 
ire concerned, this I would particularly like to call to your attention. 

While we have had much discussion about the earmarking and ear- 
marking without an application, I want to emphasize that all loans 
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must be made pursuant to an application from the borrower, Y 


. . r . : e | cone 
must make that application. We do not make it for him. | appl 
When such an application is received, the first step is to run it an 


through a preliminary screening by a special assistant to the Directoy gray 
to determine whether or not it is completely outside our policies ang | jaws 


the possibilities of our financing. If it is, it is turned down then and M 
there without any really further examination. M 


If it looks like it might possibly qualify, it is then put in the fileand | exan 
referred to the loan officer, the first step in his examination of which | exan 
is the referral of the case to the Export-Import Bank for their ¢op. proj 
sideration. After the Export-Import Bank has notified us that they quite 
are not interested in financing the project, it is then—and I do not Tl 
necessarily mean immediately after, the next day—but after Export. | for j 
Import has signed off, some time subsequently the project is moved | the | 
into active consideration, at which time a so-called loan committe. | ticul 
is established. Here we think we have something of a unique approach | them 
to the examination. This loan committee is established, consisting of | the ¢ 


three people—a loan officer as chairman, a lawyer, and an engineer, inter 
This loan committee is then made responsible for this project from Th 
this date forward until the loan is repaid. We are fixing responsi- | Dire 


bility entirely in this committee for the examination of the project, | Loar 
for making recommendations internally with DLF, and following | jndic 
the project through to completion and following the financial opera- | Her 
tions through until the loan is repaid. Thirty-five years is a long | form 
time, or 15, but it is there that the responsibility is fixed here and it | furtl 
s not dispersed throughout the organization. to re 

Mr. Meaper. In other words, the committee that processes the loan | the } 
application and recommends it is also responsible for the servicing of | thea 
the loan after it is made ? , the 

Mr. Hutrcninson. They do not keep the fiscal account and that | whie 
sort of thing. But they are responsible for the development of—I | This 
hate to use the word “implementation”—surveillance or implementa- | earlic 
tion or a plan of administration for the loan and for following the Iti 
project, for following the progress of the project, for getting reports | to th 
of the financing that is being made available, for going out to the | mitte 
field and looking at the project, for all aspects, all substantive aspects | the b 
of the project which fall on them, of course subject to the supervision | ing a: 
which they get from other people. It is here in this loan committe | to pr 
that the responsibility falls for all aspects of the project, they are the | prine 


project officer. Mr 
Mr. Meaper. You say that is unique in the sense that RFC did not | for? 
do that; the Export-Import Bank did not do that? Mr 
Mr. Hurcurnson. So faras I am aware. The Export-Import Bank Mr. 
comes close to it. IBRD does not do it quite this way. They have | ofas 
more specialized units than we do. This is modeled on the Export | Mr. 
Import Bank approach. But it has some elements peculiar tous. on—s 
Mr. Reppan. Who keeps your fiscal accounts ? they | 
Mr. Hurcnrnson. ICA is keeping the fiscal accounts. exper' 
Mr. Harpy. Export-Import Bank does not keep any of your ac: | partic 
counts ? Mr. 
Mr. Hurcurinson. That is correct. on the 


When the loan application comes in, it is assigned to the loan officet | Mr. 
for the area. We operate geographically insofar as loan officers aré | get th 
4 
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concerned. We have a loan officer who may have assigned to him 
applications from one country or for a number of countries, depending 
on their size. The lawyers and engineers are not assigned on a geo- 
graphic basis generally. I know it is correct for the engineers. The 
lawyers have now been. 

Mr. Arkeson. Recently we put them on a geographic basis. 

Mr. Hurcurson. Basically they are assigned to a project. They 
examine the application ; they see what material is needed for further 
examination of the project’ and I must say that almost always the 
project is incomplete when the application is submitted. Some are 
quite good. Usually it is incomplete. 

They are responsible for developing the information that is needed 
for further consideration of the project, for asking the borrower or 
the borrower’s representatives, or the ICA if appropriate in a par- 
ticular case, to obtain this information for them, and submit it to 
them. When they have a feel for the project well enough to indicate 
the direction in which they are going on it, we have what we call an 
internal screening of the project. | 

The project committee meets with me, with the Deputy Managing 
Director for Loan Operations, and anyone else in the Development 
[oan Fund who comes to the meeting, and discusses the project and 
indicates the line of his thinking and indicates any difficulty with it. 
He may, as a result of that meeting, have to go out and get more in- 
formation, or he may go ahead and decide to process the project 
further, or it may be decided to reject the project. If it is decided 
toreject it, then a letter to the applicant is prepared, and it goes up to 
the Managing Director, and if he agrees with this recommendation 
the application is rejected. If it is decided to proceed with the project, 
the loan committee then is responsible for the preparation of a paper 
which is to be presented to the Board for its consideration of the loan. 
This paper deals with these aspects that we discussed at some length 
earlier. 

Itisconsidered within the Development Loan Fund, and then it goes 
to the so-called staff screening committee. This staff screening com- 
mittee consists of staff representatives of the individual members of 
the board of directors. This is done in order, first, to get their think- 
ing and advice with respect to the project; and it is also done in order 
to provide them with all the information they need to brief their 
principals, who sit on the board of directors itself. 

Mr. Harpy. What would you need their information and advice 
for? 

Mr. Hurcurnson. We welcome it from anyone. 

Mr. Harpy. It impresses me as rather strange to seek the advice 
of a staff assistant. 

Mr. Hurcuinson. We think, sir, that since these people are sitting 
o—staff representatives of the people sitting on the Board, that 
they do have some—I use a word I did not want to use earlier— 
expertise to bring to bear on this. They know some things that a 
particular member of the Board of Directors may be concerned with. 

Mr. Harpy. Is that the purpose, or is it to exert a little influence 
on the members of the Board ? 

Mr. Hurcutnson. I do not think it is, sir. I think it is clearly to 
get their advice. And the projects are sometimes modified. 
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Mr. Harpy. So now we are in this shape: Actually you are work 
ing on the advice of the staff personnel of the Board members rathe 
than on the judgment of the Board members, independently arrived 
at ¢ 

Mr. Hurcurnson. Not before the loan is made; no, sir. Not bp. 
fore the loan is finally approved. This is in consideration of thy 
staff paper which goes to the Board of Directors. 

Mr. Harpy. Before the loan is approved, because the Board hy 
to act on the loan itself? : 


Mr. Hurcuinson. The Board has to act on the loan itself, Thy | 
staff members see the draft paper before it goes to the Board. Any | 


their advice is sought because the particular Board member may 
have some particular aspect of the project that he wants to be sp. 
cifically covered before the loan is presented to the Board, and jp 
fairness to him we think he is entitled to that. 

Mr. Harpy. I wonder if what you have done is develop a proceduy 
on which the staff personnel are actually the ones passing on they 
loans rather than members of the Board. 

Mr. Hurcuinson. No, sir; I assure you this is not the case, | 
have seen it happen not infrequently that the Board member surprise 
his staff member very, very greatly. 

' Mr. Harpy. I am sure that happens occasionally. But probably 
not as often as the staff member surprises the Board mete 


Mr. Hurcurnson, I am not in on their initial discussions, go || 


cannot say. 

Mr. Harpy. Goahead. I did not mean to interrupt. 

Mr. Hurcutnson. After this is done, the paper is then prepared 
finally and Development Loan Fund staff makes its recommends- 
tions to the Board through this device. The Board meets in formal 
meeting, assembled, as I earlier indicated, and does address itself 
to the loan. They address themselves to it in a very active way, 
It is not uncommon for them to send it back and ask for more infor. 
mation. It is not uncommon for them to change the recomments- 
tions which we make to the Board. 

I do not want to imply that they always do it, or that they rejects 
substantial number of the loans we present to the Board. If they did, 
I think we would be doing a very poor staff job. But I do want tosiy 
that the Board itself does do a substantive job on the loans. 

Mr. Reppan. Is there a final paper which is presented to the Boari 
for their consideration ? 

Mr. Hurcutnson. There is a final paper that is presented to the 
Board for their consideration, and accompanied by a draft resoli- 
tion for the Board to adopt, authorizing us to go forward with th 
loan or certain terms and conditions or take particular action and that 
sort of thing. If the Board makes changes, this paper we submit to 
the Board is not always changed but the se is definitely 
changed. 

Mr. Reppan. Is there any particular name which is given to that 
paper for purposes of identification? How would one refer to it! 

Mr. Loomis. I believe, Mr. Reddan, we gave Mr. Woods a copy 0! 
the one in the Renfe loan. 

Mr. Reppan. I wonder whether or not you identified it in any par 
ticular way. Does it carry any particular title? 
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Mr. Hutcuinson. It is called a loan paper, so far asI amaware. I 
know of no formal title. You have available to you all the papers as 
you go through our file. | 

Mr. ReppaN. It was just a question of identification. _ 

Mr. Hurcutnson. A loan paper would be the only thing I would 
know it as. It would be set up usually in the form of a memorandum 


Board of Directors. , 
Mtr Arxrson. Would the members of the committee like to see a 
sample ? 


Mr. Hutcuinson. We would be happy to do it. 

Mr. Harpy. I do not think it is necessary. We have to proceed be- 
cause we Will have to quit shortly. 

Mr. Hurcutnson. Let’s assume the loan is approved by the Board. 
The staff then prepares a letter of advice to the borrower in which 
they notify him that the Board has approved his loan under certain 
terms and conditions and so on. These terms and conditions may have 
been discussed with him previously in an attempt to see what kind 
of terms can be worked out. Some of them may result from the Board 
action and he may not be aware of them. 

I would also like to say that this examination process frequently 
changes the nature of the project considerably from what it was when 
itcame in. So he is notified now of how much he will get and the basic 
terms and conditions under which the agreement is being made. 

I am getting ahead of myself in my rush. 

After the Board approves it, the loan is submitted to the National 
Advisory Council for their advice tous. After the National Advisory 
Council approves it, this letter of advice is issued. We do not notify 
the borrower of the Board approval until after the National Advisory 
Council approval. 

Mr. Bray. Have you had any disapproval by the National Advis- 
ory Council ? 

r. Hurcntnson. I am not certain we have. We have had some 
long discussions and delays in the National Advisory Council. I do 
not remember a disapproval as such in the National Advisory Council 
as yet. Ido not remember any. I am not aware of any. 

This letter of advice is issued. Then a loan agreement is prepared, 
and we try to get it to the borrower very shortly thereafter. Our 
ideal and goal is to transmit the loan agreement to the borrower with 
the letter of advice, and in some cases we are meeting this at the 
present time. We are not yet in a position quite to have reached this 
ard : all cases. This is one of the things, however, we are attempt- 
ing to do. 

The loan agreement is a quite large document. It contains a state- 
ment of the amount of money that is agreed to be loaned to him; it 
contains a statement of the terms and conditions of the loan; it con- 
tains a statement of all the conditions precedent that the borrower 
must go through in order to get his money. This may include or will 
include in all cases legal opinions from the appropriate legal officer 
as to the binding nature of this agreement, the binding nature of any 
other commitments entered into by the borrower with respect to the 
notes that he is required to assign to us, and so on, and any other addi- 
tional steps that the borrower must comply with before we move for- 
ward on his loan. It contains material usually concerning exchange 
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rates, since, if the loan is to be paid in dollars and repaid in Joc | 
currencies, you will have an exchange rate problem. So it has pro. | our 
visions concerning the calculation of repayments. It has a repaymen: | wal 
schedule and a series of covenants and warrants of the borrower jn it out 

Mr. Atkeson can go into it in detail, if you wish. j 


It constitutes the complete contract. between the borrower and th | tof 
Development Loan Fund, covering all aspects of the loan. It hast) | for 


be quite a formidable document. We feel it includes the entire cop. pro 
tract in one document. It is a tailor-made document. We have cer. y 
tain standard provisions that we refer to in the preparation of th | a ¢€ 
agreement. But they do not appear in all agreements. Each agne. | fica 
ment is tailormade to fit the circumstances of the particular loan thy | i8 2 
is being made. nee 

We then prepare a letter of implementation which tells the detailed S 


administrative procedures that the borrower must go through to get asp 
his money placed in his hand, the designation of his bank, the pro- 


cedures he must go through for getting a letter of commitment openei | W® 
in a bank, any submission of additional plans or specifications, pro. y 
cedures for getting his consulting engineers approved, and so on. The y 
reporting that he must do, progress reporting, financial reporting— be t 


Mr. Harpy. All this is covered in the loan agreement ? 
Mr. Hurcuinson. No. The requirement to do this, he legally binds | we | 
i 


himself to do this in the agreement. a lit 

The detailed instructions for accomplishing this is included in th} ?™! 
letter of implementation which usually follows the loan agreement) °Y 
On this implementation, I want to emphasize a couple of points in ow} 
operation. — deta 

I think we proceed from two basic philosophical approaches to the W 
question. One is that we are making a loan to a borrower, and that hav 
he is fundamentally responsible for carrying out his project, not we. whi 
But that responsibility for carrying out the project does then plae| PO! 
the responsibility on us for seeing that he is in fact in position to carry | the | 
out his project effectively and for insuring that he does in fact install | hon: 
procedures and get the necessary people on the job who can carry it befo 
out. This responsibility is definitely upon us, but that we cannot} 8° 
ourselves get these people on our own payroll to carry out the project. . st 

The second Scheer, if you will, that we follow, is that adminis} "°° 
tration of the loan does not begin after the loan agreement is signed, A 
This is an intimate part of the loan examination process itself. a 

Loan implementation starts with the examination of the loan, Ani eedu 
one of the things that we are striving to accomplish is to get as com = | 
pletely as we can an understanding of the borrower’s capabilitie — 
and of the way in which he intends to address himself to carrying ott neith 
this project. Is he going to contract it out to contractors and, if % aw 
who are those contractors going to be? Is it going to be local, for} "eo 
eign, American? Is he going to have consulting engineering servit me 
on the job? What kind of consulting engineering service does ht} "0 
need? And so on. a 

Mr. Harpy. You almost assume the functions of a parent. ao 


Mr. Hurcutnson. We think that this is the best way to protect out th 
selves, is to require that he put himself in a position to carry out hi ML 


project. Sane 


Mr. Harpy. That is done by any bank on any sizable propositia thet 
domestically. : ‘ 
| 
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Mr. Hurcurson. That is right. We also think, not only to protect 
ourselves financially, but we are in the development business. W Z 
want to be sure that this project is going to be finished and carrie 
out. We try to see that he is putting himself in position to do it. 

We require a showing of where the funds are going to come from 
to finance the project outside the funds we are providing. We require 
formal undertaking on his part to provide the funds to complete the 
project himself over and I yeyond our funds. 

We normally do require on const ruction type projects that he get 
a construction engineer who will review his detailed plans and speci- 
fications, who will look at his procurement and who will see that he 
is getting what he ordered and that what he ordered is the thing he 
needs in order to build the plant that he is trying to build. é 

Since time is short, I will not dwell on this any more. But this 
aspect of our operation, our approach, we are rather proud of. } 

I would like to touch for a moment on the areas in which we feel 
we need some improvement, if you feel you have time. 

Mr. Harpy. Go ahead. 

Mr. Hurcuinson. This will bear a little bit on the trip that is to 
be taken. 

One of the areas in which we feel we need improvement is the one 
we have been talking about. We want to be able to address ourselves 
a little more explicitly and a little bit earlier in the process to how the 
project is going to be carried out, because we think the real way to 
avoid serious mistakes is to plan in advance before the loan is made, 
certainly before any disbursements are made against it, in considerable 
detail how the project is to be carried out. 

We are hoping that we can, before a loan is made in the future, 
have prepared a fairly detailed plan of implementation of this project 
which will accompany the loan paper. We have not yet reached that 
point. We are now engaged in preparing such things for some of 
the loans. This does not mean that we have not had these considera- 
tions in mind, have not investigated with the borrower and so on 
before we have made the loans we made: and we think we are in 
good shape on them. But I do think we do recognize that we want 
to start earlier and get this information in more detail than we have 
been able to do so far. 

Another area—and this arises considerably out of the fact that we 
are still in the shake-down phase here, in the sense that all our pro- 
cedures could not have been completely worked out with other agencies 
and so on—is our relations with particularly the ICA field missions. 
There is a question of how we can best work together that I think 
neither we nor they quite know all the answers to. 

We do not have a field staff of our own. We are operating on the 
theory that the borrower takes the initiative and presents the applica- 
tion to us, and negotiates with us with details of his project and of his 
loan and so on which we think reduces the necessity for a field staff. 
_ On the other hand, we do need their advice. They do need to be 
informed on what we are doing. They need to know what our negotia- 
tions with the borrower have been. We have not been able to keep 
them informed as well as we should. 

Mr. Harpy. That is an area that I wanted to explore considerably. 


peter if we could get to any other specific points and come back to 
that. 
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Mr. Hutcurnson. I think I could stop now. 

Do you fellows know of any area that I have missed that I shoulg 
have covered ¢ 

Mr. Loomis. I do not. 

Mr. Harpy. ‘That is one I want to take a few minutes to explore, and 
I particularly hope that Mr. Monagan and Mr. Meader will partic. 
pate, because this is an area that will be of importance on this trip 
It is also an area that has been giving me a little bit of concern gs 
I have tried to get some understanding of the way the Development 
Loan Fund is to operate. 

You pointed out that the country must make the application ? 

Mr. Hutcutnson. Yes, sir. 

Mr. Harpy. What part does the ICA mission play in that? 

Mr. Hurcnurnson. It varies from country to country, depending 
on the staff that ICA has, and it varies according to the relationship 
which they have with the country, and so on. 

The approach we are taking is this: We have told all the missions 
in all the countries that if a borrower wants to submit an applica- 
tion directly to the DLF, without going through the ICA mission or 
the diplomatic mission, or without going through his own gover. 
ment, that we will accept it. On this latter point, we are very 
anxious to try to have the application submitted to us directly rather 
than going through the government of the country concerned. If 
the borrower, however, wants to submit his application through the 
missions, this is perfectly all right with us. 

Mr. Harpy. That brings up another question. What percentage 
of your applications are private applications and what percentage are 
actually more in the nature of governmental applications? 

Mr. Hurcuinson. Again, no statistics are available on my tongue, 
I probably have it here in other testimony. I will have to search it 
out. 

Mr. Harpy. I am not concerned about the actual percentage. 

Mr. Hutcurnson. Dollarwise, the volume is much greater public 
than private. The number of applications, I would have to check 
to see. 

Mr. Harpy. Is there a tie-in between governmental applications 
and private applications? Isn’t there a requirement that there be 
mission approval or some tie-in with the overall master plan for 
given country in order for a private applicant to come in? 

Mr. Hutcuinson. Not for him to come in with a request, no, sir. 
We will take anybody’s application and examine it. We have, hovw- 
ever, told the field—and this is a part of our procedure which I left 
out; I should have said this—that when an application is received 
the mission is asked to make its comment on it. When the applica- 
tion is received by the mission itself we expect them to transmit their 
comments to us along with the application or to transmit the ap- 
plication and later give us their comments on it. 

Mr. Harpy. I see. It is, I think, very recently developed, a master 
program for the various countries where we have ICA missions. 
Presumably they have taken into account the overall developmental 
requirements of the country. You are familiar, I suppose, with 
these master programs? 

Mr. Hurcuinson. Yes, sir. 
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Mr. Harpy. Am I to understand that you want the committee to 
understand that this master program is completely ignored by the 
Development Loan Fund when an application comes in ? 

Mr. HurcHINson. No, sir. 

Mr. Harpy. How do you tie it back? 

Mr. ; 7 [a 3 . ° 7 

Mr. Hurcutnson. We tie it back in this way: We do ourselves get 
copies of the master program. We ourselves do always ask the ICA 
desk officer to comment on the project and its relation to the master 
program. We do ask the mission in the field to comment on the 

roject, | 

Mr. Harpy. Sut you want the committee to understand that you are 
encouraging the private interests to bypass the ICA mission and sub- 
mit applications directly to you? | 3 , 

Mr. Hurcuinson. We are not encouraging the private applicant to 
bypass the ICA missions to submit applications to us. We said we 
will accept them. We do like to get applications directly from the 
private applicant without their going through his own government. 
[have not expressed a preference to private applicants coming directly 
to us without going through the ICA. But if he submits it, we will 


accept it. : 
Mr. Bray. You say you prefer that he not go through his own 
government. 


"Mr. Hurcuinson. In general we prefer that he not. 

Mr. Bray. Why? 

Mr. Hurcuinson. Because of a number of reasons. There are all 
kinds. You can bog an application down in governmental redtape 
for one reason or another, or turn it down for some sort of domestic or 
political reasons, all kinds of things can get involved. 

Mr. Bray. In the last instance, though, you would not make the loan, 
if there were objection ? 

Mr. Hurcurnson. In the last instance we would not make the loan 
unless the government says all right. We think there is considerable 
difference between asking a government if they have any objections 
to our making the loan—— 

Mr. Harpy. Once you have the application in your loan and you find 
it goes through the local government, they might exercise executive 
privilege and that would be the last you would hear of it. 

Mr. Hutcurnson. I do not know if it is executive privilege or not, 
but that is the last we might hear of the application. 

Mr. Harpy. The questions I have raised grow strictly out of a con- 
cern with respect to the part which the USOM plays. 

The USOM is in the field. Over a period of time it has been 
involved in this very function. The Development Loan Fund was 
established with several things in mind, one of which was to take over 
a good many of the functions which heretofore had been provided for 
through defense support and other ICA activities. 

Mr. Hurcurnson. Sir, you have seen country programs, too. 

Mr. Harpy. I have. ; 

_ Mr. Hurcuryson. Those country programs normally do not go 
Into the detailed individual construction projects the way we are 
talking about. Some of them are there. I think ICA—correct me if 
Tam wrong—has always been very careful to describe these programs 
as illustrative country programs rather than , 
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Mr. Harpy. Of course, that has been one of the hassles that we } 
had with them. 

Mr. Hurcninson. I know it has been. 

Mr. Harpy. As of this year, they have had a so-called master book 
with respect to each country. 

2 Mr. Hurcuinson. They have had a master book for each country 
Excuse me. ’ 

Mr. Harpy. I think it is a little different from what we have here. 
tofore had before us. 

Mr. Hurcuinson. I think it is. I think also ICA has not alleged in 
connection with these books that they constitute a master program for 
the development of a country. I do not think this is the case. 

Mr. Harpy. Regardless of what they are supposed to represent— 
because I have not been able to figure it out and no one has given meq 
sufficiently satisfactory idea of what they are designed to do—certain 
ICA functions which have heretofore been carried on in the nature of 
grants, and in the nature of loans under ICA procedures, are now 
embodied in the responsibilities which currently have been assioned 
to the Development Loan Fund. 

Mr. Hurcutnson. I do not think, sir, that you will find the same 
emphasis upon the financing of long-range economic growth in the 
ICA program as you find in the Development Loan Fund. 

Mr. Harpy. Not to the same extent. 

Mr. Hurcnrnson. I think, also, sir, that one of the very Purposes 
for which the Development Loan Fund was set up was to finance 
this economic growth on the individual project or program approach, 
rather than handling it on an annual country program approach. I 
think that the experience has shown that perhaps this kind of assist- 
ance is better handled 

Mr. Harpy. Of course, that is all true. Nevertheless, there have 
been programs under the ICA where there are construction of dams, 
and some other industrial installations, such as fertilizer plants, and 
certainly they are the same type of projects which you are now finane- 
ing. 

Mr. Hutcuinson. Yes, sir. 

Mr. Harpy. Many of those were furnished as direct grants, or part 
grants and part loans. Some were loans which were repayable in 
soft currencies, also. 

Mr. Hurcuinson. Right. 

Mr. Harpy. To that extent, you are taking over some of the fune- 
tions over which ICA has heretofore had exclusive jurisdiction. 

Mr. Hurcutnson. At least we are taking over some of the same kind 
of projects physically which the ICA has carried out. 

Mr. Harpy. You are not going to split hairs with me over the use 
of the word “functions,” because I think you and I are talking about 
the same thing. I do not want to get into a hassle about it. But Ido 
want to try to understand what the missions do in this thing, what 
part they play. You and I know it, whether or not you admit if m 
the record, that they do have a substantial part to play in suggesting 
the possibility of loans. 

Mr. Hurcuinson. I am perfectly willing to admit that for the 
record. 

Mr. Harpy. I am glad you did. Now we are getting off even. 
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Mr. Hurcuinson. I think it is an appropriate function for ICA to 
5 I am trying to understand what they do. | 

Mr. Hurcurnson. I can tell youa number of things which they do. 
[cannot give you specific delineation of function as between ICA and 

in general. 

oe Fell you what we do. We do ask the ICA to make recom- 
mendations with respect to particular projects for which we get 
applications. We do ask the ICA to make recommendations to us as 
to projects which they think are high on the priority list for the 
development of a particular country. We may get those recom- 
mendations in advance of the receipt of a project. We do ask for 
their judgment on that. 

We do ask for their recommendation on what sectors of an economy 
really need to be concentrated on, We do get their advice and judg- 
ment on this. I think it essential and indispensable that we have 
that advice and judgment. ; 

Mr. Harpy. Then you get a list of priorities from them, which you 
just discard ? fy ides 

Mr. Hurcutnson. No, sir, which we do not discard. 

Mr. Harpy. I had a question mark behind that. 

Mr. Hurcutnson. I thought you did. ' 

In addition to getting their priorities, in addition to getting their 
advice as to particular projects which rate high and getting their 
advice on sectors of the economy which need to be developed, we get 
their advice on whether or not a particular project fits into the de- 
velopment of a country, and we get their advice on economics and 
technical aspects of the particular project itself. 

Mr. Harpy. You get all those with respect to a particular loan 
application ? 

Mr. Hutcutnson. We get some of them. We get the latter with 
respect toa particular loan application. We get the former sometimes 
in connection with a particular loan application, sometimes in con- 
nection with this work program which I have indicated, and in our 
working relations with them. We get it from the program books 
which you have mentioned. 

Mr. Harpy. Does that come directly to the Development Loan 
Fund at your solicitation, or does it originate in the missions and come 
directly to DLF, or does it come through some section of ICA/Wash- 
ington to DLF ? 

Mr. Hurcuinson. It comes all those ways. 

Mr. Harpy. What a profusion of complication. 

Mr. Hutcnrnson. OK. But you can understand that we must ask. 
That it is indispensable, if we feel we need the advice, to ask for it. 
When we ask for it, if we are asking for it from the mission, we ask 
for it directly from the mission. So this is perfectly appropriate, it 


_ ems tome. It may very well be, however, that some of this informa- 


tion is available right here in Washington at the desk or the technical 
man’s fingertips. 


Mr. Harpy. It might be at the desk, but I doubt that it would be 
at his fingertips. 

Mr. Hurcntnson. OK. In any event, it is appropriate if we think 
he can provide the information that he supply it to us without the 
necessity of going back to the field. 
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Similarly, I think, sir, it is appropriate that if the ICA desk 
the ICA mission has information that they feel would be helpfy] a 
us, that they take the initiative and submit it. This is all I steal - 
say when I said it came in all those ways. ' 
ar: Harpy. Do they take the initiative and furnish information to 
you? 

Mr. Hurcuinson. Yes, sir. 

Mr. Harpy. Directly from the missions or through ICA /Was} 
ton, or both ? TOnue 

Mr. Hurcutnson. Both. The mission takes the initiative jp sub. 
mitting the material to us. 

Mr. Harpy. Do you know whether actually they make the gyp. 
missions in an effort to be helpful to the DLF, or whether it is in an 
effort to promote the interests of the prospective borrower? 

Mr. Hutcurnson. I can only suppose that they submit it in order 
to serve the purposes of development of the country. I can only as- 
sume that. f 

Mr. Harpy. So it might be either in that case? 

Mr. Hutcurnson. I do not think the two things are inconsistent 

Mr. Harpy. Not necessarily. Do not try to read my mind, becanse 
you are liable to get in trouble. I did not mean to imply that they 
were necessarily inconsistent. : 

The ICA manual has this to say about USOM functions and rp. 
sponsibilities: 

DLF will rely on USOM for advice and support on its field activities, 


Do you do that? 

Mr. Hutcurnson. We rely on them for advice in the sense of getting 
their advice and giving serious consideration to it. If you mean by 
“rely” that we do what they advise necessarily, no, sir. 

Mr. Harpy. It says: 

The functions and responsibilities of the USOM are primarily as follows: * * * 


ng- 


You are familiar with these? 

Mr. Hutrcurinson. I am not sure of the document from which you 
are reading. 

Mr. Harpy. I am reading “The International Cooperation Admin- 
istration Manual, Development Loan Fund-USOM Relationships.” 

Mr. Hurcurnson. I am sure it is taken from a series of cables that 
have gone out to the field, as to what their relationships are. SoIam 
sure I am familiar with the substance of it. 

Mr. Harpy. Frankly, I got the impression from your observations 
as to the looseness of this that you did not know they had issued 
instructions. 

Mr. Hurcuryson. I do know they have issued instructions. I did 
want to indicate that. the complete and exact nature of these relation- 
ships still remains to be worked out. 

Mr. Harpy. This is pretty recent. 

Mr. Hurcutnson. There is perhaps an even more recent one on 
instructions we are giving to our own officers which is on my desk. 
But just because we have instructions does not mean that our relation- 
ships are completely defined. 

Mr. Harpy. That would be easily understood. As a matter of fact, 
just because you have instructions does not mean they will be carried 
out. 
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Mr. Hurcutnson. I would be misleading the committee if I told 
you we had issued three or four circulars to the field and ICA has 
issued this document, and our relationships are all perfectly laid out. 

as case. 
= far. This may not be up to date. It may not even be 
a It probably is accurate. ; 
Mr. Harpy. It is dated July 1, 1959. It has this to say: 
GENERAL 
tons 3 sibilities JSOM are primarily as follows: 

The ees ; Se eonaane alias elaine seauatnen from ICA/Washington, 

(a) oo yriate to approve program objectives and procedures, including 
= Stine aaeaatribn the USOM may utilize technical cooperation and other 
oe to finance feasibility studies of projects in order to assist or encourage 
potential borrowers and to facilitate decisions by DLF and other lending institu- 
tions on loan applications. 

So they are promoting—they are actually going out and promoting 
the borrowers in generating loans to be submitted to you. 

Mr. Hurcutnson. I think this is right. We will not make a loan 
unless, as we have indicated, a feasibility survey has been conducted or 
we have been informed to demonstrate the feasibility economically and 
technically. 

Mr. Harpy. So they are your salesmen, really, are they not? 

Mr. Hurcurnson. I do not know whether you would call them that 
or not. 

Mr. Harpy. That is what we would call them in our parlance. 

Mr. Hurcurnson. I indicated earlier that we were in the develop- 
ment business. I think it is U.S. policy—it is presumptuous of me to 
say what U.S. policy is, but I am assuming on the basis of the legisla- 
tion that it is U.S. policy to promote development. 

Mr. Harpy. Is it your idea—and this may be a good place to raise 
this question—being in the development business, that the broad pol- 
icies set forth in the act give you a challenge to go out and provide full 
development opportunities for all the whole earth, so far as your 
funds will permit? 

Mr. Hurcuinson. Let’s put it this way, sir. I think that the 
existence of our legislation is positive indication of the U.S. policy 
to assist to the extent of available funds in economic development in 
the underdeveloped countries in which it is decided to operate. I 
think that does impose some responsibility for taking a positive ap- 
roach in doing something about it in helping the country, if you will, 
to decide what projects it makes more sense to develop than others, 
and to work them up to a point where that decision can be made. 

Mr. Harpy. If we carry this to the extreme, then we are adopting 
a policy of paternalism with respect to providing development for 
every country in the world. And then, as you develop demand and 
requirement under this procedure, the pressure is on the Congress for 
greater and greater appropriations to cain these projects which the 
— have managed to sell on behalf of the Development Loan 

und. 

Mr. Monacan. That isa different way of saying what I was getting 


at. Is there some method of determining the political importance of 
these loans ? 
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Mr. Harpy. That is a factor in it. 

Mr. Monagan. If you get beyond the political significance yoy take 
the whole world as your oyster. ‘ 

Mr. Harpy. The whole world is his baby right now. 

Mr. Hurcurnson. No, sir. 

Mr. Harpy. The free world. 

Mr. Hurcutnson. No, sir. 

Mr. Harpy. You go beyond that, because of Yugoslavia. 

Mr. Hutcurnson. I would also like to say that we also feel, how. 
ever, that there is great value—for some of the reasons you have indi. 
cated and also for other reasons—in letting the initiative in coming 
to the Development Loan Fund with this project be with the borrower 
rather than the Development Loan Fund going out and working up 
with him a project. We do not want a vested interest in a particular 
project by virtue of having worked it up in the first instance. This 
is the reason we will not finance the feasibility survey sort of thin 
and we get committed to it and all that sort of thing, whether it makes 
sense or not. So we as an agency do not do this sort of thing. 

Mr. Harpy. You get the USOM to do it for you. 

Mr. Hurcoutnson. They do it for the United States, not. for the 
Development Loan Fund. This is another thing. 

We have also been very careful in our instructions which have gone 
out on this, that while we feel it is appropriate ourselves for ICA 
funds to be used for the sort of things you were talking about, that we 
have very carefully said do not. talk about working up projects for 
the Development Loan Fund. Talk about providing assistance to the 
people in the country to work up projects that could be submitted to 
financial institutions, and we mean this, that they could go to the 
IBRD or they could go to the Export-Import Bank or the new bank 
if it gets established or to the Development Loan Fund. We are very 


~ 


clear in our instructions that we do not want this limited to DLF 


projects. 

Mr. Harpy. Let me read this language again. This is a funetion 
of the mission under a directive in the manual of ICA. It says: 

USOM may (a) utilize technical cooperation and other funds to finance feasi- 
bility studies of projects in order to assist or encourage potential borrowers and 
to facilitate decisions by DLI* and other lending institutions on loan applications 

That is a specific function assigned to them, to go out and encourage 
people to seek U.S. Government loans, and specifically to seek DLF 
loans. That is on the assumption, if you follow the sound economi 
development that we have been talking about, that you have sales- 
men over there in the mission who are competent to pass judgment 
before they start encouraging a borrower—it does not mean he i 
necessarily going to get the loan. 

Mr. Hutcutnson. It sure does not. 

Mr. Harpy. If he does not, then you have created a political situa- 
tion. He has gone out and encouraged somebody to make application 
for a loan which may not be sound. And you say you cannot approve 
the loan, it is not technically sound, it is not economically sound, tt 
does not fit in with your total program. You are, in effect, saying t 
the people in the mission that they did not know what they were doing 
in encouraging the applicant. 
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But what has happened? The applicant thinks he is going to get 
the money. He made application and the mission has recommended 
its approval. ‘They have been out talking with him in the field, and 
everything is fine until you say you cannot approve it. 

The next thing you know, the Embassy says, “If you do not grant 
this, we are in the doghouse. The country will go Communist to- 
morrow if we do not give them this loan.” You have had it happen, 
and you know very well it has happened. _ y age 

J can cite cases where it happened, not with DLE because it is the 
first time I have gotten into it, but it has happened with ICA grants 
and loans, and if it does not happen with DLF it will be a miracle. 

Mr. Hurcurson. I can only comment that you are talking about an 
ICA instruction. Second, for many of the very reasons which you 
have given, the Development Loan Fund has refused to finance 
feasibility surveys, just for the reasons that you have indicated. For 
many of those reasons. 

Mr. Harpy. You do not have to put up any money for the develop- 
ment surveys because ICA will do it for you. 

Mr. Hurcurnson. Again I hate to be in a position of another agency 
trying to defend ICA’s policies because they can do it much better 
than I. But I do think, sir, that if it is the U.S. policy to stimulate, 
if you will, economic development in the countries which it is deter- 
mined to be in the political interests of the United States to see that 
growth takes place, then it seems to me that it is appropriate to use 
funds to see that the projects that they do in fact carry out are 
projects which are worthwhile. This is the way I would view the ICA 
instructions. 

They can defend it better than I. 

Mr. Harpy. I will not go into this any further. But it does seem to 
me that under this philosophy you well might find yourself in a situa- 
tion where every country in the world is on your doorstep with a loan 
application if you are going to have the ICA missions and the Em- 
bassies promoting DLF applications. I think it is a potentially 
dangerous sort of thing unless the proper coordination exists between 
DLF and the other agencies. 

Mr. Hurcuinson. | think you have raised some very fundamental 
problems of U.S. policy, of how far the United States is to go in 
undertaking to stimulate and foster economic growth in these coun- 
tries. This is a decision of our policy that is beyond me. But I think 
Tat least understand what the policy is trying to do. 

Mr. Harpy. Didn’t DLF work with ICA on the instruction which 
was sent out to LCA people, stating what the missions’ role would be 
in DLF activities? 

Mr. Hurcuinson. I am not sure of the exact details of how this in- 
struction was worked out. But to answer the substance of your ques- 
tion, certainly DLF is aware, in fact DLF has encouraged the ICA to 
use its funds in making this presurvey type of thing, in order to permit 
us to make a judgement as to whether a project makes anv sense or not. 

Mr. Harpy. But you bear in mind that there is not anything indi- 
eated here as to how the basic determination would originally be made 
as to what people they are going to encourage. You must realize 
that many people in the missions would not be competent to judge the 
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feasibility of the project. If we trust to their hands such broad gy. 
thority to all but commit the United States to specific loans, we are 
going to be in serious trouble. 

Mr. Hurcuinson. Getting the United States committed before the 
project has been carefully analyzed is a serious problem. We hayy 
felt, however, that. the United States is in a much better position jf 
one agency finances the feasibility survey and another agency reviews 
the project than if you have the same agency doing the same thing 
I think our record will bear us out that we have turned down projects 
that ICA has financed the feasibility survey of. I know one very }j 
project in which ICA financed the feasibility survey, that when jt 
came in here, in fairness the ICA engineers as well as ours said this 
will not do. 

Mr. Harpy. You must know that the very thing that you are adyo. 
cating and suggesting as a sound approach is the very thing which 
ICA and State have both been saying throughout the years that they 
cannot do. You brought that up yourself a while ago when you 
mentioned the fact that ICA has presented most of its programs op 
an illustrative basis. 

Why have they presented them on an illustrative basis? Becang 
they say we cannot let the host country know what specific projects 
we have in mind because then they feel that we are committed, 

Now here you are saying that the missions must go out and work 
with the applicants on specific projects, help them develop the loan 
applications and the justifications, and then send them to the Develop. 
ment Loan Fund. That does not serve to commit us at all? Hereto. 
fore, we have been told that the mere mention to a congressional com- 
mittee that ICA is considering the possibility of an overall program 
puts us in trouble and commits us. I think a little consistency is 
needed. 

Mr. Houtrcutnson. I think there is a very significant difference here, 


a 


If you tell the country that we are considering giving you $40 million | 


this year, or $20 million this year, or $100 million this year, and you ar 
going to go up and ask the Congress for it, and if we get the money 
we are going to give it to you, I think that this is in the nature ofa 
pretty heavy commitment. 

If, however, you go toa country and say, “We have a fund of money 
in the United States that we will lend to you, some part of which we 
will lend to you if you can develop worthwhile projects that will pan 
out,” and submit it to that organization administering that fund for 
its serious consideration, with full realization that this may be re 
jected, that you are not committing the United States to $10 million 
a year or $40 million a year or anything else, you are committing the 
United States only to consider sound projects 

Mr. Harpy. You must know that your whole argument is directly 
contrary to arguments that State and ICA have Tiden making over 
the years. Even in connection with loans under ICA. 

Mr. Hutcuinson. I would submit again, sir, that they have been 
making those arguments in the context in which the loan is being 
made, in the context of an annual country program of a certain amoutt 
of money. 

Mr. Harpy. I can show you specific testimony where it has been 
said, “No, we must not mention this project, because then we a 
committed to it.” 
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Mr. Hurcutnson. I am sure you know the testimony better than I. 

Mr. Harpy. Iknow that. | 

Mr. Hurcutnson. I do think that the fact that we do not make 
annual programs, that we do not set up in general funds for particular 
countries—— 1% Sr 

Mr. Harpy. I do not say this in terms of criticism, because you may 
be on the right track, but I am saying that this is totally inconsistent. 
Totally may not be the right word. But it is certainly inconsistent with 
testimony which ICA and State have given in justifying their own 
approach. It is a deviation; maybe it is the right one, I do not know. 

Mr. Hurcurnson. It is certainly a different approach, in which we 
do not have an annual country program, in which we tell the country 
we are committed to finance worthwhile projects in those countries if 
they pan out and if these funds are provided, but I do not think we 
are committed to finance a particular project or to provide a country 
with a particular amount of money by doing this. I think this is much 
better. : 

Mr. Harpy. Your own argument would fall down with respect to 
those cases where you have made a definite allocation or earmarked 
funds. : ; 

Mr. Hurcutnson. I do not think so. It would fall down to a certain 
extent only if project submissions weren’t required. 

I think I can assure you that the Development Loan Fund is not 
anxious to make these commitments of the sort that you are talking 
about of earmarking of funds. I think the record is clear all the way 
through that this is not the sort of business that we want to do as a 
general policy, this earmarking. 

Mr. Harpy. I do not think we need pursue this any further. 

Gentlemen, I want to express appreciation for your helpfulness. 
Iam sorry to have kept you so late. I am sure we are all ready for 
lunch. We have to go to the floor. 

This has been a very helpful session. From time to time I suppose 
we will have some specifics come up in connection with the discussion 
we have had this morning; in which case we will be in touch with you. 

Again, let me express our appreciation to all four of you for 
being with us. 

Mr. Hurcuinson. We enjoyed being here. 

Mr. Harpy. Thank you. 

The subcommittee stands adjourned, subject to call of the Chair. 


(Thereupon, at 1:47 p.m., the subcommittee was adjourned, to recon- 
vene upon call of the Chair.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


WEDNESDAY, SEPTEMBER 16, 1959 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON FOREIGN OPERATIONS 
AND Monetary AFFAIRS OF THE 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Madrid, Spain. 

The subcommittee met at 3 p.m., in the conference room of the U.S. 
Embassy, Madrid, Spain, Hon. John S. Monagan, acting chairman, 
presiding. bah 

Members present: John S. Monagan (presiding), George Meader, 
and Robert R. Barry. (Mr. Barry, although not a member of the 
subcommittee, Is a member of the parent Committee on Govern- 
ment Operations and accompanied the subcommittee on ae trip.) 

Staff members present: John T. M. Reddan, chief counsel; Walton 
Woods, staff investigator; and J. Robert Brown, staff member, Com- 
mittee on Government Operations. 

Escort officers present: Leslie A. Grant, International Cooperation 
Administration ; and Harrison Burgess, State Department. 

U.S. Operations Mission officials present : Milton Barall, Acting Di- 
rector, U.S. Operations Mission to Spain and Counselor of E mbassy 
for economic affairs; John P. Robinson, Chief, Industry and Tech- 
nieal Exchange Division: John A. Holsen, Acting Chief, Program 
and Economic Division; Carl van Haeften, Acting Chief, Food and 
Agriculture Division; Herbert C. Harris, Controller; and Samuel 
Emmons, Deputy Chief, Industry and Technical Exchange Division. 

Mr. Monacan. Gentlemen, the hearing will be in order. 

This is a hearing of the Foreign Opeartions Subcommittee of the 
Government Operations Committee of the House, and the record 
should show that Congressman Meader and myself are here present as 
members of the subcommittee and that Congressman Barry is present 
asa member of the full committee. 

The purpose of this hearing and of our trip is to a into the opera- 
tions and efficiency of the Development Loan Fund and also, to some 
degree, the F xport-Import Bank, in the countries that we are visiting, 
beginning with Spain and including Greece, Turke »y, and Israel. 

What we would like to do, I think, and I would leave the method of 
presenting the matter up to you, gentlemen, would be to start off with 
a bird’s-eye picture of the operation of the DLF here in Spain and 
also the E xport-Import Bank, the way they tie in together and then 
we can get into the specific project, the railroad, perhaps. 

Perhaps that would be the way to do it. 


Could we start at this end and have each one of you gentlemen 
identify yourself for the record ? 


Give a brief biogr: aphical sketch of your education and background 
and experience, et cetera. 
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Mr. Emmons. Samuel Emmons, Deputy Chief, Industry and Teg 
nical Exchange Division. 

I was born in Pittsburgh, Pa., a graduate of the University o 
Michigan in 1916 and I am a civil engineer, and I have spent practi. 
cally all of my life in railroads or transit companies. 

I have been with the Santa Fe, the Pennsylvania, the Ann Arbor 
Railroad, the Baltimore Transit Co. I was manager of railway 
operations of American and foreign companies in Brazil. I was ven. 
eral manager of Capital Transit Co. in Washington before going into 
this service here. 

My general work is with railroads and highways in this country, 
although as Deputy Chief I get into any of the other work that we 
are doing in our division. 

Is that sufficient, Mr. Chairman ? 

Mr. Monagan. Yes, 

Mr. Rosrnson. John P. Robinson. I was born in 1920. I don} 
have a college degree. I entered the Navy as an apprentice seaman, 
left as a lieutenant, junior grade, and since that time have been cop. 
nected with our foreign aid programs; that is, since 1948, 

My present job is Chief of the Industry and Technical Exchange 
Division here. My background and experience are primarily in tech- 
nical exchange work, technical assistance work in the economic aid 
program, starting back with the Marshall plan. 

Is that enough ? 

Mr. Meaper. How long have you been in Madrid? 

Mr. Roprnson. Three and a half years. 

Mr. Monacan. What did you do before this present job? 

Mr. Rogsrnson. I was in the Paris office, Assistant Director of the 
Productivity Division. 

Mr. Monacan. What agency ? 

Mr. Ropsrnson. ICA; its predecessor agency at the time. 

Mr. Monagan. Is it ICA now? 

Mr. Roprnson. Yes. 

Mr. Barautu. Milton Barall. I was born in New York, in 1911. I 
got a bachelor’s and master’s degree from the College of the City of 
New York and a Ph. D. from New York University. I also attended 
the University of Grenoble in France, and I am a graduate of the 
National War College. 

I was a teacher of foreign languages before the war. I have been 
an Army officer, both on active duty and a Reserve officer for over 
26 years, with the grade of colonel. After the war, I entered the 
Foreign Service in 1948 under the Manpower Act. I served in Chile, 
Haiti, the Department of State, and Spain. I have a dual job her 
as economic counselor of the Embassy, which gives me the reporting 
responsibility, keeping the U.S. Government informed on economic 
developments in the country, and negotiating with the Spanish ofi- 
cials, and I am also the Deputy Director of the U.S. Operations Mis 
sion, that is, the ICA Mission. 

At the moment Mr. Aldrich is on home leave and so I am the Act- 
ing Director of the mission. I have been here in Spain for 2 years 

Mr. Monacan. What was your economic background ¢ 

Mr. Baratu. I learned economics, as many people do, by doing po- 
litical work in Latin America. 
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Mr. Monacan. Do you recommend that ? 

Mr, Barauu. Yes, sir. It is wonderful training. Doing political 
work there we got into negotiations on copper, oil, and other things, 
and it seems to me that many of the political problems throughout 
the world are very closely tied to economics. It is very hard at the 
upper levels to separate the two. There are certain routine things 
that are strictly commercial or can be typed as purely economic, but at 
the higher levels, agreements, for example, the sort of thing we do 
here, agreements between the two countries for the sale of surplus 
agricultural commodities under Public Law 480, the Spaniards look 
upon that as a favorable political act on our part. It is very hard to 
say where you stop one and start the other. 

Mr. Monacan. Mr. Harris? 

Mr. Harris. I am Herbert Clay Harris, born at Alberene, Va., in 
1900. I have a B.S. degree in commerce. [ attended both Benjamin 
Franklin and George Washington Universities. I served in the Air 
Force during the war as a major, lieutenant colonel, and colonel. 

I was sent to the School of Civil Administration at Yale University 
by the Air Force—no, I guess it was the Army at that time. It wasn’t 
the Air Force. Then I was assigned to General MacArthur’s staff as 
a specialist. 

I served there 

Mr. Monacan. What was your specialty ? 

Mr. Harris. In the finance end of it. 

I served there until 1952 or until 1950, then I was sent to the Ryukyu 
Islands, to organize the Ministry of Finance for the provisional gov- 
ernment which we have there. 

In 1954, I went to Korea with this agency. 

In 1956, I came here. I am Controller and Special Assistant for 
Operations. I serve in somewhat of a dual capacity, too. My civil- 
ian background is investment banking. I have been in investment 
banking all my life. I was present of my own firm when the war 
came, Harris & Co.,and I was also managing director 

Mr. Monaean. Is that in Washington? 

Mr. Harris. In Washington, yes—of a finance company which I or- 
ganized myself, and at one time I was also vice president of an invest- 
ment trust, Income Estates of America. 

Mr. Monacan. Mr. Holsen ? 

Mr. Hoxsen. I am John A. Holsen. I am Acting Chief of the 
Program and Economic Division here in the absence of Mr. Carroll S. 
Hinman, who is on home leave. I was born in 1927, did undergrad- 
uate and graduate work at the University of Chicago, got my B.A. and 
expect my Ph. D. shortly on completion of the thesis. In 1951 I 
joined ECA and worked there until 1953. 

From 1953 until near the end of 1958 I was in private industry and 
finally as assistant manager at the marketing and research department 
of the Pure Oil Co. in Chicago. 

_In November of 1958 I returned to Government work and was as- 
signed to Madrid. I have been here only since last December. 

Mr. Monacan. Mr. van Haeften ? 

Mr. van Harrren. I am Carl van Haeften, born in 1923 in Santa 
Cruz, Calif. I got my education in the Netherlands. 
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IT graduated from the Royal Agricultural College in Deventer, Ho). 
land. During the war years I was active in the underground in 4 
Netherlands. 

_ After the war, I started working as an investigator with the military 
intelligence service and continued working for the Department of the 
Army in German youth work in Germany and later as an education 
adviser forthe Army offduty education program. 

In 1950 IT became a farmer in the State of Maine and had a poultry 
farm, after which I joined the staff of the University of Maine in th 
Extension Service. I was extension specialist and also head of the 
training of the foreign agricultural technicians that were trained 9 
Maine under the ICA program. 

In 1953 I went to Paris as a training specialist and worked with 
the OFEC in organizing training courses all through Europe. ; 

I returned to Washington to do training work in the Washingtoy 
office of the ICA. I came to Madrid in 1956 as Deputy Chief of the 
Food and Agricultural Division. I am presently Acting Chief jy 
the absence of Mr. Hubbell, who is on home leave. 

Mr. Monacan. Thank you very much. 


ie 


STATEMENT OF MILTON BARALL, ACTING DIRECTOR, U.S. OPERA. 
TIONS MISSION TO SPAIN AND COUNSELOR OF EMBASSY FoR 
ECONOMIC AFFAIRS; ACCOMPANIED BY JOHN P. ROBINSOy, 
CHIEF, INDUSTRY AND TECHNICAL EXCHANGE DIVISION; JOHN 
A. HOLSEN, ACTING CHIEF, PROGRAM AND ECONOMIC DIVIsioy; 
CARL VAN HAEFTEN, ACTING CHIEF, FOOD AND AGRICULTURE 
DIVISION; HERBERT C. HARRIS, CONTROLLER AND SPECIAL 
ASSISTANT FOR OPERATIONS; AND SAMUEL EMMONS, DEPUTY 
CHIEF, INDUSTRY AND TECHNICAL EXCHANGE DIVISION 


Mr. Barat. Perhaps I could explain why we are all here, sir. We 
have a small staff in Madrid, only 20 officers employed by the ICA; 
despite the fact that we handle considerable sums of money. We do 
not have anyone who specializes in Development Loan Fund or Ex- 
port-Import Bank matters. 

Each of us works on those questions to the extent that it is required, 
so these people are all specialists in something else and we handle 
these matters that you are interested in, in addition to our other 
duties, to use an Army phrase. 


Mr. Monaaan. Is there any suggestion that that is not advisable | 


or efficient ? 

Mr. Baran. Not atall. 

Mr. Monagan. I did not know whether you had that in mind. 

Mr. Barauu. No, sir. I wanted to explain why we had so many 
people instead of just one who could give you all the story. 

Mr. Monacan. I think it is just as well because we may touch on 
different fields as we go along. 

Mr. Baratt. No. Up until the present time we have not felt the 


need for anyone fulltime on loans. Now if the DLF should become | 


a much more important agency, and should it become much more active 
in Spain, perhaps we would not be able to handle all of it, but so far 
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we have been able to do it quite well. We have not asked for any 
additional help in connection with these duties. 

[ would like to add one little thing to the biographies. Almost each 
of the officers here—each one is able to get along in at least two foreign 
lanyvuages, and we are able to transact our business in Spanish here, 
with Spanish Government officials. ¢ 

There may be one more thing of interest to you. We do not func- 
tion in the way that most ICA missions do, 

Mr. Monacan. I think it might be a good idea to expand on that 
and develop the connection with the DLF. : 

Mr. Barati. We, here, are integrated right into the Embassy, and 
Embassy and ICA people work side by side. Several of us work on 
both regular economic matters and ICA matters and there is a con- 
stant interchange of information so that when we talk about the DLF, 
it is not just the ICA that is interesed. The Embassy is interested, 
and our Ambassador specifically. He is very much interested in the 
whole economic aid program and in the loan matters. 

We have had the visit here of Mr. McIntosh and Mr. Dillon last 
year and Vance Brand is going to visit us. He is the new Managing 
Director of the Development Loan Fund. He will be here from the 
Mth to the 27th of September. 

[ believe he is coming here on his return from—lI think he is attend- 
ing the ICA regional conference, is he not ? 

Mr. Roprnson. That is right. 

Mr. Barat... He will have firsthand information on the operations 
in Spain. 

Mr. Meaper. Mr. Barall, I had the privilege of being here in 1954 
when we had certain hearings with respect largely to cotton transac- 
tions. I was impressed at that time about what you have mentioned 
now—maybe it isn’t fair to say integration, but at least the meshing 
of Embassy and USOM operations in Madrid and I believe it is per- 
haps more integrated in Madrid than in any other capital of the 
world. Am I correct in that, to your understanding? 

Mr. Barauy. I believe so. This is my first experience with an inte- 
grated mission. I think it works very well. 

Mr. Meaper. That was done when the aid program commenced here. 

Mr. Baraui. Yes, sir. It has been that way right from the start. 
There has always been—if an ICA man is the head, a State Depart- 
ment man is the Deputy Chief, and vice versa. That is technical 
coordination. 

Mr. Meaper. I would like to ask your comments. Because of your 
experience with that type of operation, do you find it works out 
satisfactorily ? 

Mr. Baraux. I think it is the absolutely best way to work for the 
operation that we are carrying on here. Whether it would be so well 
integrated in countries where we have large bodies of personnel that 
cannot possibly fit physically into an Embassy, I am not sure, par- 
ticularly where we have very highly specialized technicians, people 
who are going out on roadbuilding projects or working out in the 
field, in perhaps education or health and sanitation. I wouldn’t see 
the need to integrate those people, but I certainly think that the 
leadership, the direction of the ICA mission, should be thoroughly 
integrated into the Embassy and the Chief of the ICA mission ought 
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to be one of the principal and regular advisers of the Ambassador jy 
any country and the Ambassador also should be very much aw S 
what ICA is doing because this is a very powerful instrument 
implementation of our foreign policy objectives. 

Mr. Meapver. You think probably this principle of integp 
which you have, as you say, worked out successfully here, could 
well be applied elsewhere to the advantage of the program? 

Mr. Barauu. | would think so, sir, particularly the leaders) 
There are countries where we have very, very large missions, 
would be very hard to integrate everybody, but the managemp 
people in the ICA mission I think ought to be a very definite inteo 
part of the Embassy. , 

Mr. Mwaper. If you will indulge me a moment further, Mr. Chair. 
man; you may not know this, Mr. Barall, but I happen to be one of 
two members of our committee, the other being a colleague of ou 
chairman, now Senator Dodd of Connecticut, who sought to block 
Reorganization Plans 7 and 8 of 1953. I recall at an earlier oceasioy 
in 1954—I believe Mr. Cody was head of USIS here at the time— 

Mr. Barautx. Morrill Cody. 

Mr. Mraner. I believe the Information Service here was resistin 
at that time an order to separate the administrative operations, such 
as travel orders and various things which had previously been per: 
formed by the Embassy for USIA. Has that now been completely 
separated ? ; 

Mr. Barat. At this Embassy the USIA and the ICA administra. 
tive matters are handled by the administrative section of the Em- 
bassy. They do not have special personnel to write travel orders or to 
drive vehicles, or anything like that. We have a combined motor 
pool, a combined message center, a combined administrative section. 
combined personnel operations. Only those things which would be 
peculiar to one agency would be handled administratively by that 
agency itself. I think that is a good operation and it probably Saves 
Uncle Sam money. The USIA, by the way, is right in this building, 
too. They are completely integrated here. 

Mr. Mrapver. They took over what was going to be the Ambassador's 
residence as I understand it. 

Mr. Barat. That is right, this part of the Embassy. 

Mr. Mraper. This may be getting a little afield, but I want to get 
back now. To what extent does the USIA function with respect to 
the publicizing of projects underwritten by the DLF and the Export- 
Import Bank? What is the relationship ? 

Mr. Baratu. We work very closely together. A USIA man at- 
tends all our staff meetings and has been designated as the principal 
liaison officer so that he works really within the USIA on the economic 
aid program. He publicizes our annual economic aid program, Pub- 
lic Law 480 sales, DLF or Export-Import Bank loans or anything 
else that is of significance in the economic field. They publish an 
annual periodical. They have a periodical that they publish and one 
issue per year is devoted entirely to the economic aid program. They 
are constantly looking for material to put in their regular issues, to 
give publicity to our efforts to cooperate in this field. 

Mr. Mraver. Thank you, Mr. Chairman. I did not want to take 
too much time, but I did not want a chiance like this to pass to gets 
view I had confirmed by an expert. 
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Mr. Baraty. [ am on your team. 

Mr. Monacean. Mr. Barall, did you finish that line of thought that 
youhad begun’ 

Mr. Barauy. I think so, sir. As you know, we have not had a great 
deal of activity so far in connection with the DLF. 

Mr. Monacan. There is one question I would like to have you ad- 
dress yourself to and that is the problem of policy vy for the DLF and 
whether you have had any difficulty m interpreting the policy line or 

what you use for guidelines in beginning this operation. 

Mr. Baraty. I “do not think that there are any problems in under- 
standing the policy as it came from Congress and as it is printed up 
by the DLF. We are in favor of following that policy y to the extent 
possible. When you get into the field of operations, you find that 
operations always have a very important effect upon policy, and 
economic aid programs of all kinds tend to develop other purposes in 
addition to their original purposes; for example, in the Mutual Se- 
curity Act we always have to divide some of the aid in the form of 
US. agricultural surpluses and for the Export-Import Bank, of 
course, ‘there i is a clear intention of helping American businessmen. 

It is not stated in the purposes of the DLF that we are to help 
American businessmen. That is not one of its stated purposes, but it 
seems to me that it is probably a legitimate objective if it can be ac- 
complished without sacrificing the basic intention, which is to make 
this an instrument for the impleme ntation of foreign policy. 

Mr. Monacan. What weight would you give that factor in your 
present policy ? 

Mr. Baraty. I operate abroad, so I would put foreign policy mat- 
ters first, but the people back home may be more responsive to the 
needs of ‘the economy in the United St ates. In other words, where 
you are physically located and the kind of work you are doing would 
probably influence your reaction to that question. 

Mr. Meaver. Perhaps I could ask a question at that point, if I 
might, Mr.Chairman. Do you have a policy of encouraging economic 
undertakings by private capital investment, giving priority to an 
applicant who is spending his own capital, as compared with some 
of the either mixed Government-private capital operations or the 
purely Government. corporations engaged in economic undertakings? 

Mr. Baratx. It is our clear policy in this Embassy, from the 
Ambassador right down, to sponsor and further private capital invest- 
ment, both Spanish and American. We would like to see, and we so 
recommended to the DLF, that priority be given to private enterprise 
projects. 

Again, when you get to the operational level, you run into difficul- 
ties. It is easier to make loans to a Government if you want to make 
sure that you are going to be repaid. A Gover nment can more readily 
undertake the expense of doing engineering studies, or other expensive 
studies and surveys that are inv olved in loans, and so administr atively 
it becomes easier, perhaps, to work with Government organizations. 

We have a specific problem here in Spain, too. This is not what 
you could call a country with a free economy. Much of the economy 
is in the hands of the Government. They have created here some- 
thing called INI, the Instituto Nacional de Industria, or the 
National Industrial Institute, and that organization is in 60 different 
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industries, so that it is very hard to say we are going to brush aside 
all of this effort on the part of the Government of Spain and just 
work in the private enterprise field. 

Private enterprise in Spain is not the same as private enterprise jp 
the United States, either. They have been working in an economy 
of scarcity, and in old patterns, which are tending to disappear jy 
other countries and we think, perhaps, will start to disappear jn 
Spain; but it is the familiar situation in underdeveloped countries of 
people working on a high-profit, low-production basis, rather than q 
mass-production, low-profit basis. 

_ This is one of the tees that has created scarcities and Shortages 
in Spain. 

It is not only the Government that has monopolies; private busi. 
ness has monopolies here, and they seek protection. The Government 
has been protectionist. Historically the Spanish Government has 
been protectionist, and certainly since this administration came into 
power it has been BPR OHNE DOERSY because it wanted to try to 
build itself up through its own efforts and partly because it has beep 
living in isolation and has not been able to get help from outside 
sources until just a few years ago when we broke the barriex and came 
in here. 

Mr. Monacan. There has been some liberalization of the percentage 
of investment that they will allow. Isn’t that so? ‘ 

Mr. Baran. Yes, sir. 

Mr. Monacan. Foreign investment ? 

Mr. Barauw. In connection with the stabilization program, which js 
a1 pretty broad program worked out between the Spanish Goverr- 
ment and the International Monetary Fund and the Organization for 
European Economic Cooperation, a stabilization program was started 
on July 21, and as one of the measures in that program, they changed 
a law which limited private foreign investment in mining and industry 
to 25 percent, to 50 percent now, not for mining, but for industry, and 
they are about to put out regulations implementing that law, so we 
think that there will be greater possibilities in the very near future 
for private American investment or private investment from any 
foreign source. 

Mr. Monacan. With reference to the DLF, what is the total amount 
of loans that are outstanding at the present time? 

Mr. Baratit. We have made only two loans so far. One 1s to 
RENFE, the national railway network, in the sum of $14.9 million, 
and the other to the National Colonization Institute, in the sum of $7.7 
million. 

These are loan agreements. They have not yet had the finishing 
touches put on them and not 1 cent has been disbursed so far. 

Mr. Monacan. Those are both public rather than private enter- 
prises ¢ 

Mr. Baratu. Yes, sir. 

Mr. Monacan. What do you have in the way of applications, the 
number of applications and amount ? ; 

Mr. Baratt. Do you have the exact figures, John? I have a list 
here. 

Mr. Housen. We have a list. I haven’t counted them. 
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Mr. Barat. Sixty some million. We had total applications, when 
the DLF was first announced, that ran almost to $300 million. Of 
course, many of them were not sound projects that could be given 

ous consideration. 
tr, HOLAEN. The total amount. of applications is $240 million. You 
will see it on page 4 of the material which we have provided for DLE 
applications. That includes the $22.6 million which has already been 
approved that Mr. Barall just mentioned. : 

Mr. Monacan. Have some of these progressed fairly well along the 
road toward being granted ? 

Mr. Rosrnson. If I may answer that, I think there are three in 
addition to the two that have been approved that to the best of our 
knowledge are fairly far advanced; those of the Union Eléctrica 
Madrilena project, the General Electric Espanola project, and the 
acid circuit breakers project. This is based on comments from Wash- 
ington, and soon. a | 

Mr. Monacan. Those are electricity-producing plants? 

Mr. Rostnson. Union Electric, yes. The project is for earthmovy- 
ing equipment, et cetera. To build some dams for an electric project. 

Mr. Reppan. Is that in the public or private sector ? 

Mr. Rogrnson. That is private. 

General Electric is also—well, it has some INI capital but it has a 
minority of INI capital, and the Isodel Sprecher—the GE is for 
transformers. We are increasing this production equipment to make 
transformers, electric locomotives and it seems to me there is one other 
item that escapes me. 

Mr. Monacan. How do you spell that last one for the benefit of the 
stenographer ? 

Mr. Rozrnson. I-s-0-d-e-] S-p-r-e-c-h-e-r. 

Mr. Reppan. Is that a French-Swiss company ? 

Mr. Rosrnson. Yes. It has French and Swiss capital in it. It 
has a majority of Spanish capital and it makes electric switch gears. 

Mr. Monacan. As to these two loans, the money has not been paid 
over to the borrowers, the $14.9 million and $7.7 million? 

Mr. Barati. Not yet. We are still working on the final stages, on 
the guarantees. 

Mr. Emmons. I would like to say that there is some money about 
to be paid under that ? 

Mr. Meaper. On RENFE ? 

Mr. Emmons. Yes; on 10,000 tons of rails. 

Mr. Monacan. I think we will go into that in detail in a minute. 

Could I ask in a general way about the Export-Import Bank opera- 
tions, the extent of them ? 

Mr. Barati. The Export-Import Bank has been operating here 
since 1951. It preceded our agreements of 1953. In 1951 they made 
a $62,500,000 line of credit available and since then they have made 
other loans, which brings the total, including the two recent loans 
made, up to $156.3 million. 

Mr. Meaper. It is $158.3 million, isn’t it? 

Mr. Barat. Maybe my arithmetic is wrong. 

Mr. Roptnson. This is the correct total, including the ones made 


under the mutual security funds and those made with the Export- 
Import Bank’s own funds. 
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Mr. Barat. We have two figures that are slightly different, 

Mr. Meaper. Mr. Barall, would it be a difficult task to go throug] 
those two lists, both the DLF and the Export-Import Bank lists of 
applicants and indicate what percentage of the equity Ownership of 
those applicants is either in INI or some other Government-owned 
operation ¢ 

Mr. Barat. I believe that for the DLF loan list you wil] find g 
“(p)” in parenthesis, which stands for a public loan request, 

Mr. Meaper. That means that the applicant is a Government-owned 
company ¢ 

Mr. Baratu. That is right. ’ 

Mr. Meaper. I notice you mentioned with respect to the Unio 
Electric matter that was all private capital. 

Mr. Barauu. Yes, INI works in various ways. It owns some jp. 
dustries outright and it may have a majority participation in others 
and it may have a minority participation, so that it may have small 
parts of many industries. 

I do not believe that we could, offhand, give you the breakdown op 
the percentages. I think it would be very difficult for us to try to 
find out what it is, actually, because many of the Government oper: 
ations have not been publicized. Just recently they started to put 
out a little in the way of statistics. 

Mr. Mraper. Would it be fair to assume that if there was more 
than a 50 percent equity ownership in INI or in some other Govern. 
ment agency that the large letter “P” would appear back of the 
name ? 

Mr. Horsen. That was the rule that was followed in preparing this 
list. 

Mr. Mreaper. Where there is a “p” it does not mean there was 100 
percent stockownership by the Government ? 

Mr. Baratu. They have controlling interest. 

Mr. Monacan. In the case of these applications for DLF loans, 
is it true that if the applicant qualified for an Export-Import Bank 
loan, he would not be considered for the DLF ? 

Mr. Baraty. All DLF requests go first to the Export-Import Bank, 
and they are not considered by the DLF until they are turned over 
to that organization by the Export-Import Bank. Mr. Sam Waugh, 
when he was here, said he thought the Export-Import Bank ought 
to make all loans that are repayable in dollars and only such loansas 
are repayable in soft currencies should be made by the DLF. 

I don’t believe that is a firm principle yet, but it doesn’t sound like 
a bad idea to me. 

Mr. Monacan. That isin the legislation, is it not? 

That is my understanding. 

Mr. Mraper. DLF can make loans repayable in dollars? 

Mr. Monacan. No, Export-Import Bank, I mean. 

Mr. Barauw. It is his idea that the DLF—when these things go to 
him for screening, if he, for example, sees a loan where they ar 
going to produce something that will enable them to generate foreign 
exchange, he would say, “This is a loan that should be repayable m 
dollars,” and if it is, it should be made by the Export-Import Bank, 
although the DLF is authorized to make loans repayable in either dol- 
lars or foreign currency; he as one of the directors would tend to 
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favor the DLF making only the soft loans, repayable in local cur- 
mA Monacan. What is the experience as far as repayment on the 

-port-Import Bank loans? 
meet oP The experience of Spain in repaying all of its loans 
ine been excellent. It has had an excellent reputation, not only with 
the Export-Import Bank, but with private banks which have loaned 

- om. 
ee stated that Spain had never missed a payment on time 
on itsloans tothe Export-Import Bank. 
“Mr. Meaver. I believe some of the briefing material contained a 
statement that org has been repayment and $1,600,000 interest, or 
: ing like that. 
ee That is loaned out again to other applicants? 

Mr. Baratu. Not Export-Import Bank money, no. That just goes 
back into the revolving fund. It can be reloaned. 

Mr. Monacan. To another country / hep hy 

Mr. Baraty. It need not be reloaned in Spain. It can be reloaned 
anywhere in the world. The Export-Import Bank, of course, has a 
very good record of collecting on its debts throughout the world. It 
has been profitable to the United States. bp Ai 

Mr. Barry. The exact figures on that are $37,335,302 lent by Ex- 
port-Import Bank. The Bank collected the total amount due, with in- 
terest payments, of $1,618,000. However, some of that has been re- 
loaned, because you are up into the $70 million bracket insofar as Im- 
port-Export Bank loans are concerned and under authorization you 
only had $62.5 million. 

Mr. Baraty. You are talking about the loan that was made in 1951, 

Mr. Barry. You have additional ? 

Mr. Barat. Yes. We gave the figures before. We have two 
figures. One is $158 million and one is $156 million. That is the 
magnitude we have now reached. 

Mr. Monacan. Do you have any other questions now, Mr. Barry ? 

Mr. Barry. No. I think I will wait for a few minutes. 

Mr. Monacan. Mr. Reddan, I think, has some questions. 

Mr. Reppan. Mr. Barall, with respect to the criteria applied to 
these DLF loans, if the borrower can qualify; that is, if he can meet 
the criteria necessary to obtain an Export-Import Bank loan, do you 
consider him eligible for a DLF loan ? 

Mr. Barati. Well, we would let the borrower decide which institu- 
tion he wants to go to, but we tell them all that their loans go first to 
the Export-Import Bank, and I would think that if a borrower can 
meet the criteria of the Export-Import Bank, that is where they 
shouldgo. I think that is the congressional intention. 

Mr. Reppan. Now, if Export-Import Bank turns them down 
for other reasons than failure to meet criteria, do you still feel that 
DLF is authorized to make a loan to that borrower ? 

Mr. Baran. I think if we had very important foreign policy 
objectives involved in that particular loan, we would recommend that 
it be given consideration because no loans would be made without the 
approval of the Government, which would involve their commitment 
tosee that the loan is repaid. 

Mr. Monacan. The purpose of the DLF is to implement the foreign 
policy of the United States; is it not? 











114 DEVELOPMENT LOAN FUND 


Mr. Baratu. Yes, sir. Therefore, I say if we had very important 
foreign policy objectives, we would recommend that such a loan be 
made. 

Mr. Reppan. As I read the legislative history of the Developmen 
Loan Fund Act, it appears to me that if a borrower can qualify fy 
an Export-Import Bank loan, then he is not eligible for a DLF Joaa. 

Mr. Barat. I think it states specifically in the legislation that this 
is the sort of bank of last resort; that if they can get loans from an 


: . any 
other source, including private sources, they should come first and 


it is 


only when that kind of funding is not available that they go to th | 


DLF. 


Mr. Monacan. Have you had any opportunity to make a judgment | 


of this political sort we have been discussing here in connection with 
any of the DLF loans? 


Mr. Baraty. No; no specific political problem except in genergj | 


terms. We have been very interested here, as I said before, in sponsor: | 


ing the growth of private initiative and private enterprise. 
Therefore, we have strongly recommended to the DLF that loans 


be made in the private rather than public sector. We think that woul | 


help our policy of working with Spain and trying to improve jt 
economy to the point where we will no longer have to aid them. 

Mr. Reppan. To what extent have your recommendations bee 
followed ? 

Mr. Baraui. As you know, the two loans that were made were in 
the public sector, but we do go on record that we wanted to make the 
loans in the private side, and when Mr. McIntosh was here in Septem- 
ber of 1958 he so stated publicly, that the DLF is interested in making 
loans on the private side. 

I am a hundred percent certain that Mr. Vance Brand, when he 
comes here, will be even stronger on that policy. Whether it will 
work out or not, I don’t know. You run into problems when you get 
to the operational stage. 

Mr. Monacan. At the present time there are many American con: 
panies that are going into England, Italy, and even France and West 
ern Germany. Would this exclusionary policy be a main obstacle to 
companies coming into this country ? 

Mr. Baratw. It certainly has been. There is also a problem of 
getting your earnings out and repatriating your capital. There are 
many American firms that still have balances of blocked pesetas, local 
currency which they are not able to exchange for dollars to get their 
earnings out of the country, but, as I said before, this barrier is 
tending to break down. Another good example of this is the fact that 
as of December of 1958 the Spanish Government passed a law whieh, 
for the first time, permitted foreign companies to come in In any 
position, up to 100 percent in the petroleum field, and we have now 
some 20 very good, all the top American companies, interested in 
looking for petroleum in Spain and in its oversea territories. . 

Mr. Monacan. Would the American companies be interested in 
coming in here if these conditions were not present as to the currency 
and the ownership? ; 

Mr. Barauu. Yes, sir. We think this new law may help quite a bit 
because the provisions for getting your earnings out of the country 
are very good. 
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Mr. Monacan. Wouldn’t that be a good thing for the country ? 

Mr. Baratt. Absolutely. I think that is why they have passed the 
law. They recognize the fact that they cannot finance economic devel- 
opment out of their own resources and now they are looking for help 
from outside sources. I think American companies will be interested 
incoming here. It won’t be a primary place of investment. There 
is stil] Canada and Latin America and Europe inside the Common 
Market because an American plant inside the Common Market will 
elimmate the question of tariffs, naturally. 

Mr. Meaper. Mr, Chairman, I think it would be appropriate to 
have in our record at this point the total extent of U.S. private capital 
investment in Spain and some brief description of whether or not 
there has been in recent years an increase in the rate of investment of 
American private capital. 

Mr. Baran. We are not in a very good position to answer that 
question. We have been trying for a long time to figure out what 
total private U.S. investment is in Spain and we are not able to get 
figures for one reason or another. Are we off the record ? 

Mr. Monacan. No. This is on the record, so far. 

Mr. Meaper. You can go off the record. Can’t you give us some 
kind of figure on the record ? 

Mr. Baratt. We estimate the total investment as perhaps $50 
million. 

Mr. Meaper. How about the rate of investment in recent years, of 
new capital / 

[am not talking about reinvestment. 

Mr: Barauy. It has not been growing rapidly, because of the restric- 
tions and the protectionism which have existed in the past. We hope 
the new laws will open the gates. 

Mr. Meaper. What are the principal industries in which that $50 
million is represented, and could you name one or two companies ? 

Mr. Baraty. For example, we have Cal Tex, which has a 24-percent 
interest in an oil refinery here. Its partners are a Spanish company, 
which has another 24 percent, and INI, the Government, but a 24- 
percent investment in an oil refinery is a considerable investment. 
They are one of the organizations that the Export-Import Bank just 
made a loan to because they are going to use the byproduct, a $10 
million loan to the REPESA plant, to use the byproduct of that 
refinery for the production of nitrogenous fertilizers. 

Mr. Meaper. That brings me to another related question. I went 
through your 4-page list of DLF loan applications and could only 
recognize a couple from the name as being U.S. companies—Tire 
Manufacturing, Firestone Espanola, and Sherwin-Williams Paint. 
I presume some of these other Spanish names may actually be names 
of U.S. corporations. 

Mr, Baraty. As I said before you came in from the airport, Gen- 
eral Electric Espanola is another company. 

Mr. Mraper. They have applied for loans? 

Mr. Baran. Yes. 

Mr. Barry. $1.2 million. 

Mr, Mraper. Parke-Davis? 

Mr, Barat. No, GE Espanola, General Electric International. 
They have asked for a loan of $1.2 million, from the DLF. 
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Mr. Rostnson. These aren’t majority capital by the America 
companies. The majority capital is Spanish in General Electr 
Espanola. ; 

Mr. Baratt. If I may, I would like to say one thing off the recon 

Mr. Monacan. We may go off the record. 

(Off the record.) 

Mr. Monacan. Back on the record. What is the state of the eco, 
omy here generally speaking ? 

Mr. Barat. Well, could I go way back to the Spanish Civil Woy 

Mr. Monacan. Yes. I think it might be well to do that. . 

Mr. Barati. The Spanish people had a very severe and brutal ciyi 
war which lasted for 3 years. ‘There was tremendous damage don | 
to the whole country. The rolling stock of the railroads, the cattl. | 
the fields, the buildings, the factories; they fought all over the coup, 
try and there was great damage. In addition to that, they suffers) | 
over a million people killed in a population of what was at that time 
I think, about 22 million—a tremendous proportion. 

The real riches of Spain are probably the people who live then. 
They produce. They are not producing so much with machinery, » 
that they found themselves in 1939 in very, very poor shape. “Ap. 
other factor should be added. They had gold reserves of about $50 
million which were turned over by the Republican Government tp 
the Russians for quote, safekeeping, unquote, which meant that they 
didn’t have the money, either, to start rebuilding the economy, ~ 

Six months after the end of the Spanish Civil War, World War II 
started in Europe, so nobody was interested in Spain. It remained 
sort of isolated. As you recall, it was neutral during World War IL. 

After World War II, the United States, with France and Great 
Britain, through the U.N., from which Spain was excluded, declared 
a political and economic boycott against Spain. 

This lasted for 3 years and it came at a critical time, because in 
that period we started the Marshall aid program and Spain was, of 
course, not included in that. Even though we gave aid to former 
enemies, as well as friends, Spain was not included in that. So we 
come right up to the period of 1951 when the United States, perhaps 

artly because of the lessons we learned in the Korean war, became 
interested in Spain. 

In 1948 we abandoned the diplomatic and economic boycott. From 
1951 we really find the beginnings of the modern Spanish economy. 
We helped partly with funds, but perhaps even more important than 
that, we helped in creating a different psychological attitude. Spain, 
from 1951 on, had some hope. It had some direction. It had some 
reason to make efforts for growth. Its economy started to expand 
quite rapidly. I believe the average growth in the gross national 
product for each of the years since 1951 is about 6 percent, as com- 
pared with 3 percent in the United States. They have made a great 
deal of progress. 

Unfortunately, it has not all been rational. It has been somewhat 
lopsided. This has always been an agricultural country and yet 
Spain in its efforts to make itself self-sufficient has put all its emphasis 
on the industrial side so that this average 6-percent growth is based 
on tremendous growth on the industrial side and almost no growth 
at all in the agricultural sector; so that Spain has had to use not only 
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US. aid to help feed its people, but it has had to take hard currency 
and buy food, import food, which we think they should have been 
wing here in Spain. 

Nevertheless, the progress has been real, and people who come back 
sate that you can see visibly that the economy has grown, that the 

ple have a better standard of living. For example, the custom of 
wearing cotton shoes has disappeared and they are wearing leather 
shoes and the money is not going entirely just into housing and food. 
You see people queue up to get into a movie. You see people riding 
around on scooters. Some people have said Spain is now at the 
scooter stage of economy. They will be getting more and more into 
automobiles. They still have a long way to go. The railroads and 
transportation and distribution system are inadequate. They have 
, tremendous problem in agriculture because only about 41 percent 
of Spain is arable. If you could see anything as you flew over it, 
you probably saw that this is largely very barren country. We are 
trying to help them in those two ways: with their transportation sys- 
em and in reclaiming land and providing more land for growing 
agricultural products. _ ; 

Because of their rapid growth since 1951, they have suffered from 
inflation, which is the experience of almost every country that goes 
through rapid growth, because you are making investments which 
are not immediately productive. Money gets into circulation because 
bank credit has expanded, et cetera, for which there is no production. 
In other words, there are no goods to absorb the new money that has 
been created. This question of inflation, plus the fact that they have 
lost their reserves, because much of the growth is dependent on im- 
ported machinery and equipment, they have found themselves, or 
they realized toward the beginning of this year that they were not in 
very good economic shape, and they decided to take the politically 
courageous step of reorienting the economy. In February they 
started negotiating with the International Monetary Fund and on 
July 20 they completed their agreements with the International 
Monetary Fund and they were voted membership in the Organization 
for European Economic Cooperation. 

This will bring certain advantages to Spain. It has been trading 
up until now on a bilateral basis. It makes an agreement with a coun- 
try to sell X million dollars of goods and to buy from them X million 
dollars of goods. If you are obliged to buy a certain amount from a 

iven country, you have to buy what they produce, though it may not 

the best in the world, and you have to pay their prices, which may be 
higher than elsewhere. As part of this economic stabilization pro- 
gram, Spain is now switching over to multilateral trade. It will be 
able to use the European Monetary Agreement as a sort of clearing- 
house so that it will break down the barriers of bilateral trade. 

We also think it is very good for Spain to become more a member of 
the European Community and to play its role in the defense of the free 
world. 

Wethink that economic growth and stability is part of that. 

Mr. Monacan. What controls are there, economically, at the present 
time ? ; 

Mr. Barati. Well, until recently the controls were very severe. For 
example, they had very strict controls on import licenses and even on 
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exports. Many people who wanted to import could not get licenses 
but, if they did get a license, the Government set an artificial exchangs 
rate, which was not always the same. People who were ex orting alsp 
ran into the same problem, where the Government high establish 
a minimum export price and also establish a fixed rate of exchano 

which was not a free market rate, and sometimes this made it difficult 
for people to do business. They sometimes became the residual gyp. 
pliers in the world market because their price had to be higher. They 
are tending, fortunately, to do away with these controls. ; 

Mr. Monacan. Food and rents and wages are controlled ? 

Mr. Baratu. Yes. 

Mr. Monacan. All of those? 

Mr. Baraty. Well, the food prices are controlled by the Commis. 
sioner of Supplies and Transport in the Ministry of Commerce, anq 
there are strict rent controls. Wages are not fixed by the Government 
except that they do from time to time, as they did at the end of 195¢ 
decree an across-the-board wage increase of X percent, but they hare 
stopped doing that now and they are encouraging collective bargain. 
ing through the syndicates. ' 

They do not have unions in our sense. They have what they call 
the vertical syndicates, where everybody will be a member of the same 
union—and it is pretty much Government controlled—with the presi- 
dent and janitor of the company, so to a certain extent if you talk 
about collective bargaining you are talking about bargaining within 
an organization, with the two halves of the same organization. But 
they are trying to encourage that now and to have limited wage in- 
creases generally tied to increased productivity. If they can pull that 
off, we think it will be good, because decreeing across-the-board wage 
increases is an inflationary thing. 

Mr. Monacan. Beside the Development Loan Fund and the Export- 
Import Bank, what other funds or sources of American funds are there, 
public funds, that are coming into the Spanish economy ? 

Mr. Bara. Spain has been working for some time with three New 
York banks, which are the Chase Manhattan, the Manufacturers Trust, 
and the First National City and the World Commerce Corp. They 
have been from time to time making loans to the Spanish Government. 

In one recent deal they advanced a line of credit of $30 million to 
the Spanish Government, in exchange for which they were given the 
right to sell pesetas at a rate of 56 to the dollar when the official rate 
was 42. In that way they got back, or they were being repaid, the 
dollars that they made available to the Spanish Government. They 
have also advanced funds to them for various credits, short-term 
credits. 

There are other banks that are interested—I think the Chemical 
Corn Bank is interested in making a loan. As part of the stabiliza- 
tion program, American banks, all told, are going to make something 
like $71 million available to Spain. 

Mr. Monaean. I was thinking about public funds; that is, defense 
support and that sort of thing. 

Mr. Barat. In terms of defense support, we have had roughly $40 
million made available to Spain so far. 

Mr. Monacan. For what period is that ? 
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Mr. Barat. This is 1953 to the end of fiscal year 1959. The exact 

ire is What—$396 million ? 

Mr. Harris. Yes. } 

Mr. Baraty. As you know, in the bill you passed in that all-night 
re I am not sure we know very much about it. 

Mr. Baraty. Well, what you said with respect to Spain is that not 
less than $45 million of this sum will be for Spain. 

Mr. Monacan. Yes, formerly 50. I just briefly wanted to bring out 
that there were other public funds coming into Spain. 

Mr. Harris. That is defense support you have in front of you. 

Mr. Barat. There has been roughly $400 million of defense sup- 

rt through fiscal year 1959, and now another $45 million has been 
made available by Congress for the current fiscal year. We also have 
Public Law 480, under which we have sold again to date. 

Mr. Monacan. Just how does this defense support come in? If 
ou will notice, there are several divisions there. 

Mr. Baraty. What form has it taken? 

Mr. Monacan. Yes. 

Mr. Barat. One of the principal forms in Spain has been section 
402, which provides for the disposal of surplus agricultural commodi- 
ties. The Fact that Spain, as I explained before, has not been keeping 
upits agricultural production has made it a good customer of ours for 

1§. surplus agricultural commodities. They need them. Their 
needs and our surpluses have meshed pretty well, so we have made 
wheat available to them, and edible oil. This is a country that pro- 
duces perhaps the best olive oil in the world and from time to time 
isa big exporter, but, with the rise in the standard of living, people 
have been eating more of the olive oil within the country and they 
have been producing in recent years perhaps only 60 percent of their 
consumption, so that we have shipped great quantities of edible oil, 
some of it under section 402 and some of it under Public Law 480. 
It has been the best customer of the United States for soybean oil. 

Another important commodity is cotton. Spain has a fairly ad- 
vanced textile industry in the Barcelona area. Much of the equip- 
ment is old, but they still have a big textile industry, and their cotton 
production is perhaps no more than 40 percent of their total consump- 
tion, so that they have been getting cotton from the United States. 

In addition to that, they have not done enough about their mining 
industry, so that we have been shipping considerable quantities of 
industrial raw materials and scrap to Spain for its industrial plant. 

There is, of course, also machinery and equipment. 

Mr. Reppan. Is that scrap to be used in the making of steel ? 

Mr. Baran. Yes. 

Mr. Reppan. Can they produce a quality product which is competi- 
tive with the European market ? 

Mr. Baraty. Well, that we don’t know yet, because up until re- 
ently Spain was working with these artificial exchange rates and 
when you use artificial exchange rates you can use them either as a tax 
or as a subsidy, but the Government is just swinging into operation 
now in a new, big steel mill and they say that they are going to be 
competitive. We don’t know. Again, we don’t know what the over- 
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head is there, or what the real cost of the construction of the pl 


; : ant was 
Mr. Reppan. Do we have any investment in that steel mill? 


Mr. Baraty. We helped a little with the blast furnace. 

Mr. Reppan. Is that ICA ? 

Mr. Barat. Yes. It is not very great. The steel mill probably 
cost $250 million all told. F 

Mr. Reppan. What will be the tonnage naperen? 


Mr. Barauu. I think they are talking a 
tons. 

Mr. Ropinson. When they are completely furnished. 

Mr. Reppan. That is the capacity. 

Mr. Barauu. The total steel production in Spain up until recently 
has been around a million tons, so that this plant will make quite 
difference. 

Mr. Reppan. Just one question with respect to these new laws which 
you have just mentioned which would increase the flow of privat. 
capital into Spain. Those laws at the present time favor heavily the 
oil industry ; is that right ? 

Mr. Baraty. They are separate laws. There are two different laws 
A separate law was passed for the oil industry because that came 
under the heading of mining and it was limited to 25 percent and it 
had been in the hands of the Government principally. They wer 
working with General American, an American firm, composed of 1( 
or so different American firms, all with small investment. They wer 
working only in the peninsula. They dug 22 dry holes at a cost of 
$18 million and came to the conclusion that this was not the way to 
solve their problems. Oil is a great big import, about $130 million 
a year. They produce not one drop of oil. 

Mr. Reppan. Are other extractive industries given the same treat: 
ment as the oil industry is with respect to inducements ? 

Mr. Bara. No, because the other law, which is going to make it 
possible for 50 percent investment in industries in general will not 
apply to mining. The old 25 percent will still apply to mines. 

Mr. Reppan. As I understand you, that is one of their basic prob- 
lems: Lack of development of the extractive industries? 

Mr. Barat. That is right. The Spaniards say they are a poor 
country in terms of natural resources, and my standard answer to that 
is, “How do you know?” They have never had an adequate survey, 
We think that they could probably produce a great deal more, but in 
many of these cases, again, it is government control that. keeps pro- 
duction down. For example—would you like to explain how the coal 
system operates ? 

Mr. Rosrnson. Coal is price-controlled here and various grades of 
it are established at different prices. It is allocated by the Gover: 
ment to the different steel mills for different end uses of coal, par- 
ticularly bituminous coal I am talking about, which is primarily 
needed for making coke. 

Seventy percent of the mines’ production is allocated to the Gov- 
ernment and, as that production increases in the course of a year, the 
next year the quota goes up 70 percent. That quota amount of 7 
percent has to be sold at controlled prices, and those prices are gel 
erally established in favor of the user, according to, at least, the pro- 
ducer, and according to some rather independent looks at, the matter. 
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Additionally, prices are set rather rigidly. That is, large chunks 
f coal, of bituminous coal in large sizes, sell at very good rate to the 
7 or. 900 pesetas to the ton; small fine sells for 300 pesetas to the 
producer, pes cer tvpes of coal are the best for making coke 
ton. Some of these larger types of coal are the best for making coke, 
but because they can sell at 900 pesetas rather than 300 pesetas the 
producers hold those off the allocated side and ship the smaller stuff 
. making coke and sell this 900-peseta coal where they can sell it 
ree price. 

oer know if I have explained myself well, but there are similar 
‘diosynerasies that take place in their pricing system so that they pro- 
duce incentives to the miners or to the coal producers to undertake 
uneconomic production and uneconomic distribution. 

Mr. Baray. Also, the existence of government controls induces 
black-marketing, and the Government is aware there is a considerable 
amount of smuggling and of black-market operations, and I think it 
isto their credit, too, that they are starting to remove controls. I was 
delighted to read in today’s newspaper that they have taken the first 
step of abolishing some government organizations which were exer- 
cising controls. I think it is their intention to do away with many of 
the other controls and to go toward a freer economy. 

Mr. Meaper. I hope that is catching and goes across the Atlantic. 

Mr. Monacan. Did I understand you to say that on new construc- 
tion there were no rent controls? When we were coming over we 
were talking about that. 

Mr. Barati. What happens here, most of these modern apartment 
houses that’ you see around the area of the Hilton are cooperative 
apartments that are built by people who are investing their money 
there because when you have inflation real estate seems to be a pretty 
good hedge. The stock market has been going down steadily here for 
more than 2 years, so money has been going into housing of that kind. 
Those are almost never rental projects. They are built by a group of 
people getting together and each one owns his own apartment. 

Ver. Monacan. Cooperatives? 

Mr. Barat. They are cooperatives. The individual owner may 
rent his apartment, but there are no rent controls on that kind of con- 
struction. But there also is a Ministry of Housing, which is trying to 
sponsor low-cost housing developments. They will make loans to con- 
struction companies, with a favorable interest rate—I think it is up to 
30 years’ credit—and they will give you an allocation to get cement 
and other materials that may be scarce. However, the rentals, the 
maximum rentals fixed by the Government, are so low that there have 
not been many construction companies going into that sort of project. 

The Government also builds some projects directly by itself, the 
Ministry of Housing, and they have as part of their system now a 
requirement that new industrial plants that are built also have work- 
ers’ housing built at the same time. That is one way of overcoming 
the housing shortage, and the housing shortage, excepting in the lux- 
ury class, is still very great. The population is growing at the rate of 
about 1 percent per year. Housing is not growing at that rate. 

Mr. Monaaan. Mr. Meader? 
_ Mr. Meaper. Mr. Barall, I wish you would give a brief summary of 
Just how you function here in the field with respect to loan applica- 


tions, both to the Export -Import Bank and tothe DLF. You are not 
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directly in either organization. You are performing a service f 
them as the ICA mission here. How does that function ? 

Mr. BARALL. Let me start first with the Export-Import Bank, 

This is a bank with a great deal of experience, now. The big co 
panies know how to work with the Export-Import Bank and mea 
the applications will be made directly to the Export-Import Ba \ 
although if one were submitted here we would forward it to them ¢ 
consideration. ° 

Mr. Mrapver. Have there been any submitted here ? 

Mr. Baratt. I don’t know of any. Does anybody know of an Ex. 
port-Import Bank loan that has been submitted directly? No. They 
are accustomed to working either directly with themselves, with the 
Export-Import Bank, or to going through an American partner tha 
they would have. For example, if they are looking for loans, they 
generally have to use Export-Import Bank money to purchase in the 
United States, and frequently it may be the American firm that asks 
for an exporter credit so that the application would be made directly 
in the United States. So that our experience with the Export-Import 
Bank and our relationship with it is quite limited, but they have beep 
very cooperative and very helpful to us in that they keep us informed 
of what loans they have under consideration. 

They do not make loans without the approval of the Ambassador, 
They check with him to see if there is any reason why it should not be 
made and they are responsive to our recommendations about what 
kind of loans should be made. 

For example, we were very much interested in getting the fertilizer 
loans made that were just recently announced, because we think that 
fertilizer is something that could help Spain make greater use of exist- 
ing land. 

Mr. Merapver. Let me interrupt you, Mr. Barall. Can we take 4 
typical case? Can you pick one from this list of loans? 

Mr. Barat. I think we can take the first two. There is this oil 
refinery, which has a byproduct. 

Mr. Meaper. Which list is this? 

Mr. Baratu. List 1, Export-Import Bank. Take the last two o 
the list that is headed “Spain, Export-Import Bank Loans Author. 
ized, 1954, Through 1959.” Since that is chronological, we are talk- 
ing about the two that were just made. 

Mr. Meaper. The 24th of August of this year? 

Mr. Baratu. Yes, sir, Abonce Sevilla and REPESA. REPESA, 
as you see, is listed as a public plant. That is because INI owns #2 
percent of it. They have been wanting a byproduct which can b 
used to make fertilizer, and we thought that, even though it is a Gor 
ernment-controlled organization, it is economically sound to use that 
byproduct to make fertilizer, so we supported that loan. It was als 
No. 1 on Spain’s priority list. 

At the same time, we insisted that, if they are going to get Gover: 
ment loans, they ought to open the door to private enterprise. _ 

The loans were not submitted to us. They were submitted directly 
to Washington. However, the Spanish Government did come to the 


Embassy and to the ICA mission to ask for support. That gives | 


an opportunity to exercise judgment. 


Mr. Mraper. You mean before you had had any communicatia 


whatever from the Export-Import Bank? 
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Mr. Baraty. No. We knew that the applications had been made, 
but while they were under consideration we were given an opportu- 
nity to make recommendations to the Export-Import Bank, which I 
think they took very seriously. 

Mr. Meaper. Let me get the mechanics of this. Does the Export- 
Import Bank forward directly to the USOM the documents and then 
ask certain questions? : 

Mr. Barat. No. We handle no documents. We do not see any of 
the blueprints submitted, or the plans. We are just talking about the 
general principles of the loan. ‘T he Export-Import Bank has its own 
engineers and own staff. They write up the loan agreement. They 
have itsigned. Wedon’t participate in that at all. 

Mr. Meaper. No. I assume that maybe in the document submitted 
with the applicaiton they may have a question about something. Do 
they send a man over here, one of their own men, to look into these 
matters, or do they request that you, here, the USOM, look into it? 

Mr. Banari. They could do either; either ask our advice on some- 
thing that they felt we were competent to answer—and many times 
they do not have to ask our advice because they are also on the distribu- 
tion list for the economic reports and other things that we send in, so 
that by reading those reports they are aware of the shortage of the 
economy and the direction that the Government and private industry 
want to go into and they are generally aware of our policies, so that we 
donot have many requests from them. 

But they may from time to time send a man over here. They have 
not done it frequently. Recently, Mr. Waugh was over with two 
members of his staff and they visited many of the projects in Spain. 
Weare not the field arm of the Export-Import Bank. 

Mr. Maver. ‘There are no established procedures or patterns where 
you function in rendering a service for the Export-Import Bank, let’s 
say, in the stage of their processing the application for a loan? 

Mr. Baraty. Not from the point of view of technical processing. 

Mr. Meaper. Any relationships are purely informal ? 

Mr. Barat. That is right. There is one formal step required; 
that is, they won’t make a loan unless we approve it. There is that 
one formal step. That goes to the Ambassador. 

Mr. Meaper. On what documentary evidence is that requirement 
based ? 

Mr. Baratx. They send us a telegram and say, “We are consid- 
ering” 

Mr. Mravrr. No; is there an Executive order or is there a regulation 
of the Bank saying that prior to approval of the Joan it must be 
okayed by the Ambassador ? 

Mr. Baraty. I am not sure of that. I don’t know why it is done, 
but it is done. Does anybody know the answer to that! 

Mr. Meaver. You don’t know that there is any legal requirement 
that they submit it ? 

Mr. Baratx. I doubt there is a legal requirement. I think it is a 
good practice that has developed because this organization is very 
experienced. 

Mr. Mraper. Since you don’t have any details of the loan, how 
would you have all the information anyone would need to make an 
intelligent judgment on whether a loan should be granted ? 
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Mr. Baratx. Let me come back to the two examples I have beg 
using. We don’t go into the details. We don’t decide whether the 
engineering studies are sound. Export-Import Bank people do that 
We are certainly capable of exercising judgment as to whether 4 
loan should be made just to a public organization or whether we ought 
to try to get private industry in there. We have policies. Our policy 
is to try to sponsor private industry. We are certainly able to make 
that recommendation to them. 

Mr. Monacan. Have you turned down any loans that they hay 
proposed to you ? ] 7 

Mr. Baraty. No. Actually, there is sort of an informal liaison 
I believe that, if we really objected to it, it would be killed long before 
it got to the loan stage. 

Mr. Reppan. Mr. Barall, what do you do when you get this tele. 
gram from Export-Import Bank stating that they are considering 
making a loan to a certain company ? 

Mr. Barauyt. They ask whether we have objection. 

Mr. Monacan. Does the Ambassador clear it with the Spanish 
Government ? 

Mr. Baraty. No, because they are asking our opinion. Al] of thes 
Export-Import Bank loans require Government approval, so tha 
the applicant wouldn’t get to this stage without having Government 
approval, and the Spanish Government has set up a priority list of 
what it is asking for. 

Mr. Meaper. This may be too detailed, but does that wire come 
directly from Export-Import Bank to the USOM in Madrid? 

Mr. Baran. We get. it through the State Department. They gp 
through the State Department; yes. They do not send us anything 
directly, except perhaps informal letters. t 

Mr. Monacan. Do you have anything to do with servicing the 
loan application ? 

Mr. Baratyi. No, sir. That is done by the Export-Import Bank, 

Mr. Monacan. Did you have a question, Mr. Barry? 

Mr. Barry. Is there a corporate income tax in Spain ? 

Mr. Monacan. Yes. Is ita flat 30 percent now / 

Mr. Hotsen. About that; yes. 

Mr. Barauyi. The Minister of Finance did make a speech in Decen- 
ber of 1958 in which he announced that, because of their improved tax 
collection methods, they had something like 22,000 new firms that paid 
taxes in 1958 for the first time. Obviously, they were not firms that 
started to earn money in that year. The Government is trying, again 
as part of the stabilization program, to balance the budget, and part 
of the way to do that is to improve your tax collection program. 

Mr. Barry. You may have indicated this earlier, but how many 
pesetas are available in counterpart funds today ? 

Mr. Baratu. I think Mr. Harris can give you the figures on that 

Mr. Harris. You mean how many do we have on hand, or how 
many will be developed ? 

Mr. Barry. Maybe we could have how many are on hand and what 
you anticipate for the future. 

Mr. Harrts. All the way through from the beginning through the 
fiscal year of 1959—this does not take into consideration Public Law 
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480; this is just. defense support—we will have generated 15,569,- 
? 


$71,000 pesetas. 


Mr. Barry. Do they exist as bank deposits to the credit of Uncle 
Sam ¢ . A , " 

Mr. Harris. No; that belongs to the Spanish Government, with 
the exception of section 402, which later becomes counterpart, but 
frst that has to be held in the Treasury account. When and if proj- 
ects are developed and we release those funds against the project, it 
then becomes a part of the counterpart, but originally, as section 402 
funds are generated, as you know, the law says that this money must 
be deposited to the ‘Treasury account. It is made available to the 
Spanish Government in the same way as normal counterpart, which is 

nerated from defense support. 

Mr. Monacan. As a practical matter, that is more or less blocked. 

Mr. Harris. Pardon? 

Mr. Monacan. Those funds that are credited to our account are 
not available to us for use? 

Mr. Harris. No. 

Mr. Baraty. Ten percent is set aside for U.S. use. 

Mr. Harris. Not out of 402. Ten percent of all defense support 
funds is set aside for U.S. use. 

Mr. Barry. That is what I was asking about. What unexpended 
amounts of those are available ? 

Mr. Harris. Are you talking about pesetas that are generated for 
Spanish use or for United States uses 4 

Mr. Barry. For our use. 

Mr. Baraty. Do you want just the defense support pesetas or all 

setas / 

Mr. Barry. I am thinking about the total. What is available un- 
expended that we have that could be used for some other 

Mr. Harris. U.S. uses? 

Mr. Barry. Yes. 

Mr. Harris. Up to the present time, for U.S. uses from all sources 
the total amount of pesetas that has been generated is 9,863,233,000 
through the fiscal year of 1959, from all sources for U.S. uses. We 
have used 5,274,765,000. 

Mr. Meapver. You have 4.5 billion on hand? 

Mr. Harris. 4,488,468,000 on hand. 

Mr. Barry. Roughly, in dollars, what is that ? 

Mr. Harris. These pesetas have been generated at 38.9542, so you 
could strike a weighted average. We made an estimate some time 
ago. The weighted average would be about 40.30 to the dollar. You 
could take 4,488 million 

Mr. Barati. It would be something over $100 million. 

Mr. Harris. Right. 

Mr. Baraty. At the deposit rate. 

Mr. Mraper. At the 1960 rate, it would only be about 

Mr. Barari. Still $75 million. 

Mr. Barry. Is there a limited use of these funds? Can we use them 
for any reason ? 

Mr. Baraut. We are strictly limited. The law provides that there 
are certain uses of them, but in most cases the pesetas that we use are 
used against appropriated funds, dollars. In other words, the dollars 
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go back to the Treasury and the pesetas are expended here, Let's 

a concrete example. We have local employees in the Embassy. 'Thej 
expenses are payable in pesetas. Those employees are given - 
payments, but that is chargeable against the State Department doll 

appropriation. Those dollars physically go back to the Treasury 
but we have a great quantity of pesetas surplus to our foreseeahi, 
needs, and this is a problem. : 

Mr. Barry. What can we use those for ? 

Mr. Bara. I would like to give you a concrete suggestion. If ym 
would eliminate the requirement that these pesetas be used only againg 
appropriated dollars, we could do things like build a residence fy 
the Ambassador or build or buy residences for the American person. 
nel here, which in the long run would save the U.S. Governmey 
money. 

Mr. Meaper. Mr. Barall, we have a man over at the hotel that yo, 
could try and sell that to. I don’t think you could get very fy 
His name is Otto Passman. vite 

Mr. Monacan. We should have invited him. 

Mr. Barry. We are making a record. Maybe we can see that he 
gets the record. 

Mr. Baratu. As long as we keep these pesetas in the bank an 
the currency devalues, the purchasing power of the pesetas disappears 
It would be wise for the United States to look actively for ways of | 
using it. We need a residence for the Ambassador. We do not hay | 
one, but the State Department says, “‘We have no money.” They gay 
that because they have a limited appropriation, which may be use 
for buildings. It would make sense to have some exception. If Con- 
gress would, say, for example, authorize the President in those cou. 
tries where there are large balances of local currency surplus to the 
foreseeable needs of the United States—if the President were author. 
ized to use those for projects that he deems sound, I think that would 
be good for the United States of America. 

Mr. Barry. Would there be any objection by the Spanish Govern. 
ment? 

Mr. Baratu. No, sir; these pesetas are agreed to by the Spanish 
Government for United States uses. 

Mr. Harris. Mr. Chairman, there is a point I would like to bring 
out here. Of the 5,274,765,000 pesetas which we have used up to 
date, the Treasury has recovered over 80 percent of that in dollars. 

Mr. Monacan. How was that? 

Mr. Harris. Well, for example, the Air Force used 3,129,047, 
pesetas but they bought 2,000,769,000 of them, so the only ones that 
they got for which the U.S. Treasury didn’t recover dollars was i 
million. 

The same thing applies all the way along. 

Mr. Baratu. This is pesetas used against appropriated funds. 

Mr. Harris. And accommodation exchange, which runs 25 million 
a year. 

Mr. Barat. Perhaps. The term “accommodation exchange” & 
we use it means that when an airman gets his pay, or somebody 
the Embassy, when we have a dollar check and we want to get peselas | 
we get those pesetas from the Embassy disbursing officer or from | 
Army or Air Force finance officer and then the dollars go back to the 
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et’s taky | Treasury and are charged against these pesetas. So to a certain 
y: Ther} extent we are helping the Treasury Department get dollars, but we 


oT pesety nerate more pesetas than we are currently consuming, so our balance 

nt dollar | will continue to go up. ; sous) oli 

Treasury Toes year, for example, we picked up something like $55 million 
} . 


reseeab. | worth of pesetas with perhaps $30 million used, so our net gain was 
$25 million worth of pesetas in the course of that year. 

Mr. Meaver. Are you st ill converting at the 42 rate? 

s. No, sir. 
'y rm Lo < em I am talking in terms of the dollar. These agree- 
lence fo ments are worked out in dollars. I am talking about peseta equivalent 
n person ofthat much money. The deposit rate last year was 42, because Spain 
vernmen | just went on the 60 rate on the 17th of July. The deposit rate until 
that time was 42 because that was the official rate of exchange. 

that yoy Mr. Mzaper. From now on—— 

very far, Mr. Baraty. From now on it will be 60. 

' Any deliveries after the date they devalued will be based on 60. 

Mr. Meaver. Mr. Harris was going to give us an estimate of what 
e thathe| wemight expect to generate this year. , 

Mr. Harris. Well, now, if you are going to take Public Law 480, 
bank ani} and that is where we are going to generate most of these pesetas for 
isappear, | .S. uses—for example, we just signed the Public Law 480 agree- 
r waysof} ment and if you look back into the Public Law 480 figures, and 
) not have | you gentlemen have these figures, incidentally; I have supplied you 
They say with them—there are two or three sets of these—we made a sales 
y be used agreement of what,$114 million? = ons 

If Con- Mr. Baraty. Last year. That is fiscal year 1959, $109 million, 
Lose cou-| maybe. 
lus tothe} Mr. Harris. Total sales agreements to date, including the one made 
re author) ast year, expressed in dollars—look at report 1—the total sales agree- 
hat would’ ment through August 31—these figures are through August 31— 
amount to $394,322,000 of Public Law 480 sales. 
h Gover-' Do you see that figure there ? 

Mr. Meaper. Yes, I do. 

e Spanish} Mr. Harris. Of that there is $186,386,000 for U.S. uses. In grants 
there is nearly $10 million for Spanish uses and for loans, $196,297,000. 

e to bring} That isthe way it is divided for U.S. uses. 

sed upt0| Now, this figure of $186 million will generate pesetas which will go 

dollars. | over into this other report for U.S. uses, you see, as these goods come 
in here and they are sold. 

(29,047 Now, we have made loan agreements, if you will look down under 

ones that, “Loans,” $196 million. Agreements have been made in dollars. Do 

rs was 3 | you see that figure ? 

Mr. Meaper. Yes, 

Mr. Harris. Reducing that to pesetas, we have received allotments 
funds. | for loans of 4,483 million and project agreements have been developed 
25 millim | of 4.323 million. We have only released for projects 2,313 million, 

and it only becomes a loan when we release it, because it is merely a 
hange” #| line of credit. That, reduced to dollars, is $56,806,000, so out of the 
mebody it} figure expressed in dollars at. the top for $196 million for loans, we 
ret pesetas actually only loaned $56 million on the Spanish side. 
yr from} Mr. Mraper. A little over a fourth. 
pack totht} Mr. Harris. That is right. 
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Mr, Barry, Is all of your lending either through Export-Jm, 
Bank or the DLF? Are there any other funds available to | hi 

Mr. Harris... This would have nothing to do with the Export-In, 
port Bank or the DLF. 

Mr. Barry. These are your own funds? 

Mr. Harris. No. These are U.S. Treasury funds but they are mad 
available to us at times when loans and projects are developed, , 

_Mr. Barry. I noticed that last spring there was a steel company j 
New York that had an interest in selling steel over here. You may bp 
familiar with this. They were low bidder on some steel and a Germay 
firm got the order. I was not their Congressman, but I was the (yy, 
gressman from the neighboring constituency. They put Up a fight 
The State Department asked you to hold the contract for anothe 
day or two. Do you recall this matter at all? 

Mr. Harris. I don’t know what case he is talking about, but wi 
he is talking about isn’t new. 

Mr. Barat. We have many cases like that. 

Mr. Harris. Similar cases where a supplier has lost the business, and 
he goes to his Congressman and he makes all kinds of complaints, an 
the result is that we have a lot of trouble in straightening it out, }; 
every case on the Spanish side that I know of it has been thoroughly 
investigated and there has been no case that we know of where thy 
lowest qualified bidder in the source area indicated on the procurement 
authorization has not received the award, unless the political pressure 
was brought to bear in the States and we then make an exception y 
some cases, which in a way led to the law which you gentlenm 
yourselves passed. 

Mr. Barat. We did have one case involving railroad ties fron 
France where the bid was given to a company that was not really th 
low bidder and we demanded a refund. ' 

It involved $336,000. 

Mr. Emmons. We didn’t demand the refund. We never paid forit, 

Mr. Barat. It is the same thing. 

Mr. Barry. In other words, it is done on a competitive basis, 

Mr. Baratu. That is right. 

Mr. Barry. It isnot done as an arm of our foreign policy. 

Mr. Harris. You are talking about the Bolivia Trading Co. 

Mr. Barat. We do not turn over defense support funds in termsof 
cash to the Spanish Government. They are given a piece of pape 
called a procurement authorization and then they, by competitir 
bids, do the buying. We make the payment to the supplier, but we aly 
screen the documents to see that the sale was made under the conéi 
tions that are required by U.S. law, and by regulations. If there wer 
a case where it was not made under those terms, we would not payit 
if we caught it in time, or if we found out about it later, we woul 
demand a refund. 

Mr. Monacan. Mr. Meader? : 

Mr. Mraper. Mr. Barall, I would like to go back to the question! 
asked you about your relationships with the Export-Import Bank aul 
the service you rendered for them. As I recall your testimony, It Wi 
that the relationship was an informal one and there were no reqillt 
ments that they seek your approval or comments on a proposed loar, 
and that they did not really ask a great deal of you in the way 0 
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services to investigate any aspects of the loan of which they had doubt. 

Mr. Barati. That is so. 

Mr. Meaper. I would like to ask the same question with respect to 
so Our relationship to the DLF is very, very different 
because we are—the ICA mission here is the field arm of the DLI 
and they do, can, and perhaps should ask us all sorts of questions and 
we goand try to get the best answers for them. 

Mr. Monacan. Could we have a specific example, perhaps by having 
Mr. Emmons tell us about the history of this railroad loan—the 
application, how it was processed, and the relation of the ICA to the 
DLF! ; 

Mr. Meaver. And in that answer, Mr. Emmons, would you cover 
any legal requirement or regulations or whatever basic document there 
might be of a pattern or procedure which requires the DLF to utilize 
your services as its field arm ? : 

Mr. Emmons. The beginning of the loan of DLF for the railroad, 
the $14,820,000 loan, was when we received applications from the 
railroad for the loan, about the time we were receiving other appli- 
eations from other industries. 

Mr. Mraver. You mean the application was actually filed here with 
the mission, not with the DLF office in Washington / 

Mr. Barat. The companies can file loan requests directly with the 
DLF in Washington, but almost all the loans were submitted right to 
us here. We had a chance to look at them and forward them with 
recommendations. 

Mr. Meaper. You mean the applications were filed with the mission 
here, rather than being filed with the DLF in Washington ? 

Mr. Baratu. That is right. We sent the required number of copies 
on to the DLF from the mission. That is one way in which we are 
different right there. 

Mr. Emmons. That is what I was going to say. This happens to be 
acopy of the original application. 

Mr. Reppan. Mr. Emmons, before you get into the application for 
this DLF loan directly, I wonder if you would give the committee just 
a bird’s-eye picture of the railroad situation in Spain, starting with 
the time it was held by private ownership prior to the revolution, so 
that they will be able to better appreciate the part that the DLF will 
play in the overall picture. 

Mr, Emmons. The Spanish railroad system was privately operated 
up to the time of the civil war. There were five rather important pri- 
vate railroad companies, 

In 1988, when the civil war began, the two sides of the civil war, 
changing back and forth over shifting fronts, commandeered the rail- 
road system for military uses. : 

During these 33 years they were used only for military purposes and 
were subject to attack and bombardment and dynamitinge: such things 
as you have during a war. | | 

During that period of time, of course, there was no attempt made 
to maintain or to improve the system. 

When the civil war was over. it was followed very shortly by World 
War II and during the period of the next 6 years, from 1936 to 1941, 
the railroad system was unable—the various systems, because there 
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were still private companies—were unable to get parts or replacements 
or equipment and during all that period the railroad systems just cop 
tinued to deteriorate. 

The private companies then had to abandon their efforts. Thy 
Spanish Government took them over. 

Mr. Reppan. They bought them out ? 

Mr. Emmons. They bought them out. 

I am now unable to say whether the price was good or bad, but at 
least the first financial transaction of the present national railws 


system was a large bond issue paid to these private companies to taky 


over their properties. 

Mr. Meaper. What year was that ? 

Mr. Emmons. That was in—I believe it was in 1945. I am not sure 
of the year. It was approximately the end of World War II. 

The Spanish Government, as Mr. Barall pointed out, for the nex 
few years was also in a pretty bad situation and unable to do any. 
thing to improve the railroad system. : 

You might say the railroads deteriorated steadily from 1936 up to 
1951, approximately, before it was ever possible to begin to improve 
them. 

From that time on the Government, the Spanish Government, 
Export-Import Bank loans, later the ICA program, still later DLF— 
all of those have been working toward the rehabilitation of the rail. 


way system. But it is still in a very precarious situation. The physi- | 


cal condition requires a lot of attention, which leads us to this first 
application of the DLF, which was for track material—rails, ties, 
track maintenance machinery, and machinery to mechanize stone 
quarries to produce ballast. 

That application came in to us—I believe it was the very first one 
we received, when it was known the DLF was available. 

Mr. Reppan. Was it solicited by the mission ? 

Mr. Emmons. No. I don’t think we had anything to do with it. 

Mr. Reppan. Was there any solicitation at all on the part of the 
mission or the Embassy for loan applications ? 

Mr. Emmons. Not directly. I believe we did broadcast to a certain 
extent by pamphlets, et cetera, that there were loan possibilities avail- 
able to Spanish industry. 

Mr. Reppan. Correct me if I am wrong, but I understood you to 
say that this application was made at the suggestion of either the 
mission or the Embassy, or by you personally ? 

Mr. Emmons. That would tie in with our general broadcasting of 
the information, which went to the railroad, too. 

Mr. Reppan. Yes; but was it specific in this particular case? Was 
there a specific solicitation ? 

Mr. Emons. My memory isn’t absolutely sure, but I would say 
yes, because I talked constantly and frequently with the railroad 
operating people about their problems and the ways to solve them and 
certainly I told them about the Development Loan. 

Mr. Reppan. Was the Director of the mission kept advised as to 
your conferences with the railroad people? 

Mr. Baratt. May I answer that, Mr. Reddan? 

Mr. Reppan. Yes. 

Mr. Baraty. The rehabilitation of the railroads in Spain has been 
one of our major activities under the ICA program. I explained 
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before that the distribution system is inadequate and it is one of 
the things that 1s requ ired to improve the economy. 

We are in regular direct contact with Spanish Government officials, 
not just the railroad people, but the various ministers and the officers 
who are charged on the Spanish side with carrying out this economic 

am. 
met country, as probably in every country of the world, they are 
always looking for more funds. They may say, “Can’t you get us 
some more defense support funds, or can you get us an Export- 
Import Bank loan, or what can youdo? What way is there of getting 
help for the railroads, or any other og that we are working on? 

It would be normal for us to say, “Well, we doubt that you could get 
more defense support, but a new organization has been created called 
the Development Loan Fund, and perhaps that is a channel for you to 
apply to.” me ve Ue . 

[ wouldn’t call that soliciting an application, but in the normal con- 
tacts that we have with the Spanish Government officials, it would 
be quite proper for us to say, “This is an available source of financing. 
Perhaps you ought to make your request in that form rather than 
in the form of asking for additional funds under the defense support.” 

Mr. Reppan. I was trying to determine whether or not this RENFE 
loan was solicited or was discussed with the Spanish Government as 
an appropriate area for the activity of DLF and did the application 
come in more or less at the suggestion of the mission ? 

Mr. Baratu. To answer the first one first, I don’t recall exactly but 
I would not be surprised if we suggested that the DLF would be a 
very good organization for them to apply to, because this is certainly 
anarea of economic activity which does not generate foreign exchange. 
It is all run in pesetas and for them to repay in dollars would be 
impossible if it is based on their revenues, so I think this is an appro- 
priate type of loan to go before the DLF. 

Mr. Reppan. This application which you handed us here today, the 
application presented by the Spanish railway system, carries a date 
of January 1958 on the cover. I have before me a copy of a letter 
dated May 27, 1958, written to DLF by Mr. Aldrich, in which he 
discusses this RENFE loan. He says in part: 

An additional heavy loan to RENFE would be appreciated by the Government, 
but it would tend to discourage other applicants whom, I hope, we will be able 
to help as time goes on. The mission, therefore, recommends that the approxi- 
mate amount now being considered for RENFE be distributed instead among the 
following firms which have submitted loan proposals. 

And then it lists the four firms. 

Mr. Barat. That recommendation that was made in that letter 
was based on the policy that I told you about initially, of trying to 
favor the private enterprise side, and we thought if we could make 
a lot of small loans to private companies, that would be more ad- 
vantageous to us in terms of sponsoring private enterprise than mak- 
ing one big loan to RENFE. 

Mr. Reppan. My problem is that there seems to be conflict. One 
day it appears you are talking to the Spanish Government, urging this ‘ 
type of a loan for rehabilitation, and then, on the other side, the direc- 


tor of the mission is writing a letter to Washington, telling them he 
does not recommend this loan. 
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Mr. Barat. I do not think the word “urging” is the word becatise 
I don’t recall that anybody ever urged them, but, as I have tried to 
explain, in our normal relationship with the Spanish Government 
where they are looking constantly for financing for their economi, 


, ; , . © P " + 4 COUXT e % 
development, it would be normal for us to suggest, “Well, this isa | 


possibility. Why don’t you put in an application for a DLF Joan? 
I wouldn’t call that urging. 
Mr. Reppan. Suggesting ? 
Mr. Baraty. We suggested that as one possibility, one possible way 
of obtaining the funds that they were seeking. : 
Mr. Emmons. I would like to point out another reason, which; 
not be quite understood. 
Although we had, through the ICA, done a lot of rehabilitation of 
the RENFE system, we were tied down to the defense support ling 
and had never put money at all in the balance of the system, and ther 


nay 


really was no way through ICA that we could put the money into their 
system in general. 
Mr. Reppan. When you talk about the defense support line yoy 
mean the lines that are serving the U.S. airbases ? \ 
Mr. Emmons. Yes. That is the line that starts at the base port of 
Cadiz, and comes up past Rota and Moron and San Pablo to Madrid 
and on to Torrejon, to the Zaragoza base, and continues to the other 


port of Barcelona. Our aid was confined to that part of the system | 


and the only way they could get any money for the rest of the system 
was through a DLF loan, or Export-Import Bank loan. 

Mr. Reppan. Would that be true with respect to, say, the locomo- 
tives, which ICA furnished ? 

Mr. Emmons. Yes. 

Mr. Reppan. They would only be used on that section of the track! 

Mr. Emmons. Locomotives were restricted to use on that section, 
The diesel-electric locomotives—I am talking now about the ICA pur- 
chases; also the electric locomotives which we bought. The only thing 
that wasn’t restricted at all, which we just couldn’t, were freight cars, 
They are systemwide. 

Mr. Barat. I would like to try to explain the apparent contradic- 
tion of our being interested in the railroad loan and also these other 
companies. 

We have never known, nor do we know now, what sum, even in 
general terms, might or might not be made available by the DLF. 


In other words, it is not like defense support funds, where we have 


a commitment that there is so much money available. 

Mr. Reppan. Hasn’t DLF made an allotment to Spain? 

Mr. Baraty. They have not made an allotment; no. They are work- 
ing strictly on a project basis. That is, their feeling is that if they 
get desirable loan applications they will consider those, but there 
is no ceiling sum that we are working against, nor is there generally 
with the Export-Import Bank. There is in this particular year, be 
cause the Export-Import Bank, as part of this U.S. contribution to 
the stablization program, said it would give Spain a line of credit of 
$30 million; but neither organization, at least in Spain, has been work- 
ing on the basis of giving us a fixed sum that you worked toward. 

When Mr. Aldrich writes a letter such as the one vou quoted, what 
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rather than the other. That does not mean we were not interested in 
cb But RENFE was not a priority one? , 
Mr. Baratt. We tried to give higher priority to these other projects 
because we were trying then to stick to the strict intention of the DLF, 
ing the private sector. 
acs aha What was the decisive factor in the decision? 
Mr. Barat. a do not make the decision here; so I am not sure 
swer fully. 
Sa factor I think is the fact that it is administratively much 
easier to make one large loan than many small ones. 

[think that is a wrong decision. From our point of view I thought 
we would have got more credit for the United States if we made a lot 
of small loans to private industry and we would meet some of the 
complaints which the people leveled against us here. They say, “You 
are the people who talk about helping the private industry—and what 
happens to the money? It keeps going to the Government sector.” | 

\fr Barry. You are adequately equipped to service these loans if 
they had been made to private industries, are you not? s 

Mr. Barat. We wouldn’t write up the loan agreements. We would 
get information and send it in and we would undertake to do legwork 
for the DLF. ee 

They prepare the agreements in Washington, and for the two loans 
that were signed they sent people over here and we sat jointly, the 
DLF and the ICA personnel, and talked with the Spanish Govern- 
ment and worked out the details, but the basic loan agreement they 
brought along with them. They prepared it in Washington. We don’t 
prepare the loan agreements ourselves. We do a lot of legwork for 
them in getting information which may be reflected in the loan agree- 
ment that is prepared in Washington. 

Mr. Barry. Do you think it would be advisable to set up any pro- 
cedure here where you could familiarize yourself with those loan 
agreements so that the next time this may occur there wouldn’t be 
the same tendency ? 

Mr. Baraty. This is a new organization and I suppose if they adopt 
something like the standard loan agreement, which would be modi- 
fied just with respect to, perhaps, the number of years of repayment 
or the interest rate seviiliny at the time, we would be able to do that. 

Mr. Barry. In other words, you would almost go so far as to recom- 
mend that they do that ? 

Mr. Baraut. I would not recommend it because I am not fully 
familiar with all the work they do in the DLF. I would not want to 
recommend it unless I were fully familiar. 

Mr. Barry. But you are the arm of the DLF. 

Mr. Baratx. The field arm, but the responsibilities are divided be- 
tween the field and Washington. 

Mr. Barry. But in effect you don’t have the tools to adequately do 
the job, unless you knew exactly what would be required ? 

Mr. Barat. That is right. 

Mr. Harrts. We were asked to submit to Washington what addi- 
tinal help we thought we would need if we were involved in acting 
as aN operating arm of the Fund but we did not know how much ad- 

al help they would ask us to do. We got in the position they 
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might ask us to inspect the project, see whether the progress ig og 
mensurate with the money being spent, et cetera. * 

Recently the ICA has sent us a very short Manual Order to q 
scribe our responsibility insofar as what we may be asked to do = 
cerning the DLF, from an operational standpoint. . 
_ It involves inspection, progress, whether the amount of Progress 
1s commensurate with the amount of money that is spent, et cetera but 
still it does not say anything about us having anything to say about 
the final decision. We may recommend one thing, as Mr. Baral] 
and they decide something else. It could happen. 

Mr. Baraty. Nor would we negotiate the agreements. As I say, y 
participated in the negotiation of these agreements but there "Wen 
DLF people from Washington who came here. 

(Short recess.) 

Mr. MonaGan. We will resume the hearing. 

Mr. Emmons, could you get back on the track now ? 

Mr. Emmons. Yes, sir. 

I think it would be well to give an idea of what we are talking abou 
This railroad system is a very large one. It has approximately 9.500 
miles of track. It is about the size of the Pennsylvania Railroad and 
it handles 125 million passengers a year. It loads about 314 million 
carloads of freight. It has 129,000 employees. ‘ 

I don’t think you care about other details. I will mention just one: 
It has about 75,000 freight cars. That is the size of the operation, 

This deterioration of the track has reached the point where they 
have approximately 5 million ties, wooden ties, which are needing re- 
placement at the present time. They are rotten and broken. They 
are not deeply impressed with their problem. They are replacing 
about a million ties a year, and they should be replacing about 9 
million. 

They run at a very large deficit, an operation deficit. It is quite 
hard to evaluate in dollars, but it is in the neighborhood of $40 nil- 
lion a year deficit. 

Mr. Meaper. On what total revenues? 

Mr. Emmons. Total revenue would be approximately, let’s say, $200 
million, and expenses about $240 million. 

There are some explanations for that situation. They have used 
the railroad to subsidize industries and to subsidize the Spanish mili- 
tary; for example, very low freight rates on coal, wheat, and on mil- 
tary cargoes, including our own, which have been enormous during 
the construction of the bases. They have also used the railroad for 
an unemployment reservoir. They have dumped many, many em- 
ployees into the railroad to take care of them and the railroad cannot 
get rid of them. 

Mr. Mraper. They are nonproductive employees? 

Mr. Baraty. Underproductive. 

Mr. Emmons. Underproductive. I would say everyone does some: 


Says, 
Ys, 


| 


| 
| 
' 
t 


thing, but not what he should. They all work or go through the | 


motions. 
The system is too big for the territories served, much too big. It 
has many branch lines which should be removed and it is still being 
expanded, expanded at a very rapid rate. 
Mr. Reppan. Who is responsible for that? 
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Mr. Emmons. That expansion is due toa very peculiar setup. There 
are two railroad entities in Spain. There is another railroad entity 
beside the RENFE. RENFE is the operating group but there is 
a Railroad Division of the Ministry of Public Works, which is the 
planning and construction group. That group does not have any 
connection at all or contact with the operating group. 

Mr. Meaper. It sounds almost like some of our Government 

ncies. ; 

Mr. Emmons. They are now busily engaged in completing railroad 
projects that were started by old private companies in 1910, 1915, 
and 1920 before they had any highway transportation. 

As they add new lines, they then incorporate the new lines into 
the RENFE system and turn it over to the operating group to lose 
more money. 

The loss is so great and such a drain on the country that the rail- 
road is really in the doghouse, beginning with the top and going 
right down, particularly through the Finance Ministry. 

So it is very difficult for them to get any funds to take care of their 
property. It still is deteriorating. Aa 

That is just a little background for the need of this big loan to 
replace wornout track that is certainly needed. ; Pak 

Mr. Barry. If they weren’t spending all of this money building 
railroads in places where they probably no longer anticipated need 
for them, we wouldn’t have to be throwing this money, in would we? 

Mr. Emmons. It would help to cut out the losses if they could stop 
adding to the system and begin subtracting from it. 

They have taken one step toward correcting this problem: Begin- 
ning August 1 they had a blanket increase in freight rates, which will 
remove some of the subsidy rates. The blanket-rate increase was 26 
centimos. Over all it was estimated it would be a 30 percent increase 
in freight rates, but applied to some of the very low rates, it becomes 
a much greater percentage—40, 45, 50, or even more percent, so rate- 
wise they have made one step to overcome this deficit. 

Commencing the 10th of October next, there will be a passenger 
increase of about 30 percent in fares. They think that those two in- 
creases will overcome or wipe out the deficit. They are calculated to 
have that effect. Whether that will be true or not depends on how 
much traffic they lose. 

Mr. Meaper. How much of the 200 million in revenue is freight 
and how much is passenger ? 

Mr. Emmons. Offhand I don’t have that figure, not in this report. 
It is available. 

Mr. Barry. Is the railroad used for commuter service ? 

Mr. Emmons. The railroad passenger traffic is extremely heavy: 
very, very heavy and growing all the time, because in Spain there are 
very little automobile movement, mass movement of automobiles, and 
very few buslines. The Government policy is against buslines and 
against trucking, too, of freight because it would compete with the 
Government railroad system. It would involve the use of imported 
vehicles and fuels and parts and, on the freight side, it would deterio- 
rate their highway system. 

Mr. Monacan. Would you tell us now about the processing of the 
application ? 

484376010 














136 DEVELOPMENT LOAN FUND 


Mr. Emmons. This application first came to us here for forwardin 
to DLF, along with all other applications. That was done and ag} 
remember, the next thing that happened was that we got in questions 
from DLF. In the first place, do we think that the tracks which they 
intend to rehabilitate are their important tracks, are they important 
to the system; do they need the material and equipment, et cetera, 

Mr. Monacan. Did you make any investigation of the application 
here prior to sending it to DLF? 

Mr. Emmons. No. It just was received and forwarded. 

Mr. Mraper. Is that document or brochure that you showed us the 
complete application ? 

Mr. Emmons. Yes. You noticed it was very, very sketchy. Iam 
glad you brought that point up. DLF told us that they did not want 
detailed, lengthy applications from anybody, any industry. They 
simply wanted sketchy, brief, concise applications, which would be 
followed later on by more detail. So this is very sketchy. It wags 
sketchy that when the DLF wrote the loan agreement they did not 
even understand a part of it, which we had to correct later. 

Mr. Monacan. Then after they sent it back, they asked you for 
specific investigation and findings ? : 

Mr. Emmons. We got a long request for information then. In the 
first place, they needed so many ties. “Do they need so many ties?” 
Well, they certainly did. “Do they need so many tons of rail?” 

Mr. Monacan. You are the one who made the investigation? 

Mr. Emmons. I am constantly in touch with the railroad and going 
allaround it. I didn’t have to make any new investigation. . 

Mr. Monacan. But I mean in this case you were the person who did! 

Mr. Emmons. Yes. 

Mr. Monaean. You sent back the recommendations and findings 
to the DFL? 

Mr. Emmons. Yes. 

Mr. Monacan. What was the next step? 

Mr. Emmons. As I remember, we didn’t know anything more about 
it until we heard it was granted. 

Mr. Barati. No. 

Mr. Emmons. I beg your pardon. I ended up by going on home 
leave. That is the next thing I knew about it. I read it in the news- 
paper in Washington. 

John, you might carry on for what happened after I left. 

Mr. Rosrnson. I think the next thing we knew was when we had 
a letter from Senator Eastland 

Mr. Harris. Not a letter, a cable. 

Mr. Rosrnson. A cable and a letter 

Mr. Harris. The cable was hand-carried later. 

Mr. Rogrnson (continuing). Saying there was a Mr. Cohen coming 
representing a certain company engaged in timber trading—— 

Mr. Harris. BEMACO. 

Mr. Monacan. BEMACO International Corp. 

Mr. Harrts. I think that is an associate of the Timber Trading Co. 

Mr. Rostrnson (continuing). Indicating that the loan, or asking that 
he be received and given any assistance in any negotiations with 
RENFE regarding this loan. 
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Then shortly after that—well, you met with Mr. Cohen. I would 
rather you talk to the point. 

Mr. Harris. Well, the Ambassador—the way it happened the Am- 
bassador was holding a staff meeting, and unfortunately I was the only 
victim on deck, and Mr. Barall and Mr. Aldrich were in Tunis. 

Mr. Baraut. On official conference. 

Mr. Harrts. I was pinchhitting, and the Ambassador handed me 
this cable and asked me what it was. I said, “I don’t know what it 
means.” ; aeienee aid dee , 

He didn’t know either. “Well,” he said, “will you receive Mr. 
Cohen?” It said Mr. Cohen was coming. We didn’t know when he 
was coming, and he asked, “Will you find out what it is all about?” 
so I received Mr. Cohen the same day. He arrived the same day the 
cable arrived, and I went to the Palace Hotel and I spent 2 or 3 
hours. He had a lot of correspondence in his possession from various 
people in Washington. He apparently had been in Spain on several 
oecasions prior to this. He had tried to make a transaction directly 
with the RENFE to sell them the railroad ties and he had tried to 
et ICA—he had been to ICA, so he said, and also the Export-Im- 
port Bank to see if they would finance it, and they had turned it 
down. He told me that there was a loan being approved by the DLF 
for $14 million. 

“Well,” I said, “how can that be? We have no information about 
it, and aside from that we couldn’t come into the picture because we 
only act in an advisory capacity as far as the DLF is concerned.” 

Well, he said that Senator Eastland and some other people would 
like us to intercede and see if we could get the Spanish to agree to 
make a direct contract with his firm. Well, I told him I didn’t think 
we could. Well, we discussed the thing back and forth, and I later 
reported all of this to the Ambassador, and I pointed out to the Am- 
bassador from the documents that we had that the mission was recom- 
mending loans in the private sector. According to the schedule that 
we had sent to Washington, this was in the 9th group of loans and the 
18th project in the order of priority. 

Then he asked me if I would write up a résumé of the discussion 
that he should carry on with Mr. Cohen when he came, because he was 
inthe dark. He didn’t know what to say. He knew nothing about 
what was going on. In the meantime we sent a cable to Washington 
asking for information, what was taking place. So I wrote this, to- 
gether with Mr. Cefaratti, the Commercial Attaché, and the Am- 
bassador then received Mr. Cohen. He pointed out—I believe he said 
that railroad ties were available at a cheaper price in Spain and Mr. 
Cohen said he realized that. 

Mr. Barat. In France. 

Mr. Harris. In France, right here in the Pyrenees, and Mr. Cohen 
said he realized that, but certain people were interested in making this 
loan and limiting the procurement to the United States because of 
the depressed condition of the railroad tie industry in the Southeast- 
ern States. 

Mr. Monacan. He mentioned other people besides Senator East- 
land. Who were they ? 

Mr. Harrts. He had a letter from someone in the Department of 
Commerce that has something to do with the timber industry. There 
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was a letter from someone, I believe, in the Defense Mobilization 
Agency. He had quite a number of letters. I cannot remember of. 
hand where they were all from. 

Mr. Monaean. Is that on file anywhere here? He had those letteys 
himself ¢ : 

Mr. Harris. He had the letters himself. I had some copies of they, 
I have a memorandum someplace that lists some of the things. 

Mr. Monacan. Would you make that available to us? 

Mr. Harris. I think I have a memorandum. I wrote a memorgp. 
dum for the record for ourselves, just for our own information. | ay 
find that someplace upstairs in the safe as soon as I get my secretary. 

I will get that out, but I won’t be able to get it out today. 

Mr. Monacan. Just make it available to the committee. 

Mr. Emmons. It is possible I have got it here in this big file, ] 
will look for it. 

Mr. Harris. My memorandum for the record? I didn’t write that 
until just a month or so ago. I reviewed the whole thing. Do yoy 
remember when I came to you and got all the information and asked 
you for what you had? Then I wrote a memorandum for the record 
for our files. 

Mr. Emmons. It ought to be in here. 

Mr. MonaGan. Go ahead, Mr. Harris. 

(The document appears on p. 144.) 

Mr. Harrts. Well, he said that he realized that they could be bought 
cheaper there and that they did not want to be faced with that compe- 
tion if they could help it. I pointed out that in procurement it was 
the general practice, especially in the utilization of defense support 
funds, that we do all of our procurement on bid and give the bid to 
the lowest qualified supplier in the source area and that this was nor- 
mal procedure and he pointed out that under certain conditions excep- 
tions could be made in the DLF and that there was some indication 
that they wanted to do that in Washington. 

Our position was that we didn’t want to take any part in that sortof 
thing. We didn’t feel that we were in a position to support Mr. 


Cohen, or go to the Spanish Government and intercede in anything | 


like this, unless we received a specific request from the DLF to do so, 
and we never received any request of that kind. So he was here for 
some time. He dropped in and out and talked about the thing. We 
told him that if he entered into a contract and something came up 
that the DLF did not approve of this loan and he encouraged the 
Spanish Government to enter into a contract with him, that they may 
find themselves in a position of having entered into a contract and not 
have funds to pay it, which is precisely what happened in one case 
with ICA funds. 

Well, he said that RENFE was ready to make the loan, or ready to 
make the contract but later on RENFE, after Mr. Emmons came back, 


I 


got leery of the thing and I think they began to drag their feet. Then | 


the next thing we knew is that someone else got into it, some other 
American supplier, and word came out that they would select three 
American firms—I think a Congressman from out West—— 
Mr. Emmons. From Oregon. i 
Mr. Harris. From Oregon, interceded in behalf of some supplier ™ 
that area, and finally the RENFE people decided that they would just 
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not take the recommendations of making a direct contract and they 
opened it up for worldwide competitive bidding. 

Mr. Monacan. Has that contract been let now ? 

Mr. Harrts. No, it is in the process of being let. i 

Mr. Monaean. It is subject to the financing, I imagine. . 

Mr. Baratt. The financing will be available just as soon as we finish 
the documents, which will be very soon. 

Mr. Monacan. But no final bid has been awarded ? 

Mr. Barat. No. 

Mr. Monacan. No contract has been awarded ? 

Mr. Baratt. No. It is very likely Americans will get part of the 
contract, because the French do not supply enough ties. 

They operate on a quota system, and I think the ties desired for this 
are greater than the French supplies. es ; . a 

Mr. Emmons. I would like to clear that up. The French quota is 
150,000 per year so the latest situation is that there will be the first call 
for bids, 300,000, which will be worldwide, and in all probabilities, 
these will be furnished from France under two of their quota years, 
because the bid is right in the middle. The other call for bids will be 
300,000, restricted to the United States. These will be the first two 
calls for bids. They are just about ready to go out now. The speci- 
fications have all been approved by DLF. They will probably be in 
the pouch tomorrow. 

Mr. Reppan. Are the specifications such that more than one com- 
pany could meet them ? : 

Mr. Emmons. They are absolutely wide open. They have been 
very, very careful to see that they are wide open. 

Mr. Baratt. This is not going to be directive procurement. 

Mr. Emmons. There will be no directive procurement. 

Mr. Barat. I would like to explain, Mr. Monagan, this is an ex- 
ample of the problems you run into when you switch from the policy 
stage over to the operating or implementing stage. 

Although it is not the purpose of the DLF to help American indus- 
try, nevertheless, when there is a depressed area, and if it can also 
serve that function, it seems legitimate to try to secure some of the 
needed ties from the United States. The DLF, unlike the Export- 
Import Bank, has a worldwide procurement system. 

It is not limited to the United States, and therefore, we had the 
problem of, if anybody were going to decide that the ties should be 
procured in the United States, they would have to set aside that pro- 
vision, that the DLF operates on a worldwide basis, so that we find 
in the operational stage, instead of having a law that is directed just 
to the implementation of foreign policy, we find that we end up by 
having multipurpose laws, because we are trying to suit other pur- 
poses as well as just the implementation of foreign policy. That is 
true almost inevitably in any of these aid programs. We are trying 
to satisfy more than one objective. 

Mr. Monacan. That is the difference between DLF and Export- 
Import Bank ? 

Mr. Baratt. Export-Import Bank was created to sponsor U.S. ex- 
ports and all procurement is in the United States; that is its function. 
But here we are using the DLF, which was not created for that pur- 
pose, to help satisfy the same purpose. 
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Mr. Monacan. Do you have some more questions ? 

Mr. Reppan. No. : 

Mr. Emmons. I would like to call attention to one thing whieh y, | 
know so well, but you may not know. There are only two sources of 
ties: United States and France. These are oak ties, which they Want 
here. The supply from France is limited to 150,000 per year, * Then 
should be no question about the French getting the low bids on thei, 
quota. However, this call for bids would permit the entire 600) 
to go to the United States, if it again happens that the French oy. 
bid the United States. That happened once before in the case y, 
didn’t pay for. 

Mr. Monacan. Do you have some more questions, Mr. Meader? 

Mr. Meapver. Not on this point. 

Mr. Monacan. There is one other question. Largely, the policy of 
deciding these things is in DLF rather than in you, here? : 

Mr. Barauy. As I said, we made recommendations, This was yo} 
a high-priority project. We went along with it because we wantej 
to get the DLF operating in Spain and if this was the only way yw 
could do it, why, we went along with this loan. If they had followe 
our recommendation, they would have made a greater number of sinall 
loans to private companies. 

Mr. Monagan. It is a matter of policy? It would have been bette 
to make the loans to several small companies ? 


Mr. Baratu. That is right. For example, this is roughly a sun | 
of $15 million. If we could have made fifteen $1 million loans, or | 


thirty $500,000 loans, that money would have meant a great deal to 
the companies, the private companies. We would have had good will 
with those private companies. 

Mr. Monacan. From a political point of view it would have been 
more important, and not less important, perhaps, economically. 

Mr. Baratu. We think the railroads need help, too, but we are the 
champions of private enterprise. We are trying to help Spain open 
up the country and use resources that they are not using now and 
from our point of view, from the point of view of one of our policies, 
we thought it would have been better to do it that way. 

However, as we have said, we also have a policy of helping the rail- 
roads, which are essential to the economy. 

Mr. Monagan. In connection with this railroad loan, was any con- 
dition put on the loan by our Government at any stage as to their 
tightening up their operation with reference to rates or with reference 
to not extending these lines ? 

Mr. Emmons. There was only one condition put on it, and that was 
the condition that these ties and these rails be promptly and quickly 
installed. That was a point I was working on at the time the stabil: 
zation program came into effect. I had just succeeded in getting s 
very fast schedule of installation when the Spanish Government 
knocked it completely to pieces by a desire to spread the payment of 
the money, the spending of the money, over a long period of time, %, 
as it stands now, instead of being geared up to rapid installation it 
spread out over a long period and there is the further condition that 
there are three steps. They do not grant the money for the second step 
until they are satisfied that the first step has been done properly, and 
originally the idea was “promptly.” Then they grant the money for 
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the second step. When that has been done properly, they will grant 
itforthethird. 

Mr. Reppan. Who is going to determine whether or not it has been 

roperly ¢ 
Ee sroMt. That will be my job. 

Mr. Reppan. You will make the end-use check ? 

Mr. Emmons. I have been delegated by the DLF to see that the 
work has been done as agreed to. } + 

Mr. Barry. Will any of these ties be utilized for the new con- 
struction that is going on ¢ wend. 

Mr. Emmons. There are two parts to this track rehabilitation; the 
rails and the ties. That was a mistake which DLF made, which I 
was able to correct when I was on home leave. They assumed that the 
ties and the rails were going together to make new track. 

That is not the case. The ties are going in replacements in sec- 
tions where they are not renewing the rails. The rails under this 
loan are going to be laid on concrete ties, reinforced concrete ties, 
made in Spain, so you have four sections of track which will have 
new rails and reinforced concrete ties and the rest of the rehabilita- 
tion will consist of new ties under existing rails. 

Mr. Barry. So the answer to my question on that would be that 
the rails could possibly be used in extending the railroad as it now 
exists; is that correct ? 

Mr. Emmons. They have picked the places where they couldn’t use 
the existing rails, where they needed to change the whole track for 
the installation of the new rails, but the majority of the rails on the 
system are in far better condition than the ties and, with new ties 
under them, properly ballasted, they will go for many years more. 

Mr. Barry. Earlier you stated there were two branches of the rail- 
road, or two divisions, and they seemed to dream up new routes, 

Mr. Emmons. Neither branch will use the railroad’s discarded 
rails. They go for everything new. 

Mr. Barry. They will not get these. 

Mr. Emmons. No. 

Mr. Barry. This isto rehabilitate existing rails. 

Mr. Emmons. These rails go into the existing railroad system and 
the very important parts of it, the most important lines they have, 
are receiving these rails. 

Mr. Reppan. I have one question, Mr. Emmons. Do you know 
whether or not the $14 million in rails and ties will be equal to or 
more than the depreciation of the existing rails and ties for this 
year? 

Mr. Emons. I would say that the total amount of ties and rails 
which will be obtained under this program will not equal, certainly 
with respect. to ties, will not equal the number of ties which should 
be replaced this year. 

Mr. Reppan. In other words, we are not gaining on the deprecia- 
tion ? 

Mr. Emmons. And having spread it out over 4 years, they are 
gomg to drop way behind. They have no other plans. This is the 
only track rehabilitation plan they have. 

Mr. Monacan. Mr. Meader, did you have a question ? 
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Mr. Meaper. Yes; I did. As I listened to this testimony and J 
want to be sure it is correct, you received the application, forwarded 
it to DLF in Washington; then you got back an inquiry with a lon 
list of questions. The next thing you heard about it was this call 
from a Mr. Cohen who wanted to sell ties. You had no further 
official connection with the granting of the loan. It was all done in 
Washington; is that correct ? 

Mr. Emmons. That is my understanding. 

Mr. Rosrnson. That is correct. 

Mr. Monacan. Except they made a recommendation as between 
this loan and other possible loans. 

Mr. Barati. We did have some exchange of telegrams and cor. 
respondence in connection with Mr. Cohen. That is, we sought 
guidance from Washington as to whether this man represented any- 
thing that Washington authorities wanted to push or further. 

Mr. Meaper. I, of course, haven’t seen the list of questions they sent 
out and asked you to answer. I don’t know whether we have that or 
not. Do we? 

Mr. Reppan. Yes. We have that. 

Mr. Meaper. Do we have the reply ? 

Mr. Reppan. Yes. 

Mr. Baratu. They were technical questions. 

Mr. Meaper. Let me see if I can get this relationship. That is 
what I am concerned with; what we can find out here between you and 
the DLF in Washington. In the preparation of their loan papers 
and in the processing of the loan application they need to know the 
prospect of repayment. Did they ask you about the prospect of re- 
payment ? 

Mr. Barat. I don’t recall that that came up in the early stages, 

Mr. Emmons. They did, later. 

Mr. Barat. Later on, at the time the agreement was ready to be 
signed. 

Mr. Mraper. You did express yourself on that subject in a memo- 
randum ? 

Mr. Barat. This is a Government organization. If the Spanish 
Government undertakes to make payment, why, it will make payment, 
because their record has been, as we pointed out earlier, a good one, a 
perfect one. 

Mr. Mraper. And now, did you express any views upon conditions 
that might be incorporated into the loan agreement which would tend 
to minimize their deficit and put their operations on a more economical 
basis ? 

Mr. Emmons. No. 

Mr. Baraty. We did not make any such recommendations. 

Mr. Meaver. Were you invited to comment along that line? 

Mr. Baratt. I don’t think we would have to be invited to. 

Mr. Mraper. You would volunteer? 

Mr. Baratt. We would have the right to volunteer that informa- 
tion ourselves. As Mr. Emmons pointed out, the conditions in the 
Joan agreement are those related directly to the expenditure of the 
funds and what happens to the materials. I am not sure it 1s an 
effective procedure to try to straighten out another governments 
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sensitive, as almost every government in the world is, to what might 
be considered infringement of their sovereign powers, and I don’t 
believe we would consider it wise, knowing what we do about our 
relationship with the Spanish Government, to put such conditions 
on loans. If there are things to be straightened out, we try to do that 
in our regular liaison with the Spanish Government. Now, Mr. Em- 
mons talks regularly with them. 

Mr. Meaver. That raises right there a very basic problem when 
you are dealing with a government-operated enterprise. 

” Mr. Barati. That is right. 

Mr. Meaper. And one reason why perhaps our Government, be- 
cause of our requirement to keep friendly relations between govern- 
ments, ought to go slow in this business of underwriting and financing 
and banking for government-owned economic undertakings. 

Mr. Baraty. That is right. 

Mr. Mraver. Certainly, no banker I ever knew of was hesitant at all 
to tell his borrower that he had to reform his operations so that his 
Joan was bankable. Witt 

Mr. Barat. But you have examples of this even with international 
organizations. Let’s take the question of the International Monetary 
Fund and the question of the Bolivian tin mines, where the Interna- 
tional Monetary Fund said, “If you want to get money from us, you 
must stop selling things in the commissary at subsidized prices which 
cause you to lose money and to lose foreign exchange.” 

Well, the Bolivian Government couldn’t accept that, because it 
ran into their political problems. They are subsidizing those miners, 
and they have the problem of producing uneconomic tin, and they were 
not able to accept the conditions because, when you deal with govern- 
ments, you are not dealing just with pure economic problems. You are 
dealing with social and economic and political problems and psycho- 
logical attitudes and many other things. So you cannot deal with 
governments as you do with the private companies. Your statement 
is, of course, accurate. 

Mr. Meaper. It has been very enlightening to me, and I want to say 
that I appreciate the candid statements that the gentlemen have made 
here this afternoon. 

Mr. Monaean. I think we all do, gentlemen. I have intended to say 
that before we got through. 

Mr. Barry, did you have another question ? 

Mr. Barry. I wanted to ask what the status is of the other com- 
panies who have put in applications, is with the DLF. 

Mr. Rorrnson. I wish we knew. That would be my best answer 
toyou. That is not completely fair, because we have had some corre- 
spondence indicating, as I think I said earlier, that three of the pend- 
ing projects are under what we might term active consideration. We 
are getting inquiries about them, and so on. 

The remainder of them, we believe, are fairly dormant. None of 
them have been outright refused so far, but, when particular appli- 
cants come to see us and inquire about the status of them, we tell 
them that they are pretty far down the list. and it doesn’t look too 
hopeful. 

Mr. Barry. Was there any indication from DLF in Washington 
that they would consider one group as against another ? 
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Mr. Rostnson. No. I think they have not dealt with us in terms 
of projects. They have told us that they were in favor of loans to 
companies for projects, for example, which would increase eXports 
or which would save imports, or would have other—— 

Mr. Barry. I mean as between the railroad loan and this other 
group. 

Mr. Rosrnson. No, sir. 


Mr. Baratu. We have established, after discussion with the Spanish | 


Government, a priority list which was sent in to Washington. 

Mr. Monaaan. Is that a regular procedure? 

Mr. Baraty. No. Well, I suppose you could consider it a regula 
procedure in Spain because the Government has also worked out 
priority list for the Export-Import Bank; that is, if they hag 
their 

Mr. Monacan. I meant DLF. 

Mr. Baraty. We did that ourselves because we had so many appli. 
cations. Spain could have used up almost all the money they had 
and we felt that we had to give them some guidance in establishing 
the priority list. “ 

Mr. Barry. The railroad got first priority; is that right? 

Mr. Barat. There were two railroad loans submitted. The other 
one was a very high priority and this one was relatively low. 

Mr. Emmons. The high-priority one was not acted on. 

Mr. Barry. I am just going at why this loan got accepted if the 
earlier statement made in the hearings this afternoon was that your 
approval was always sought. f 

Mr. Monaaan. They did not give the approval. 

Mr. Barat. We finally did when it became clear that we could 
have this loan and that the others would be under consideration for 
some time. We finally decided that, well, this is not a bad loan. It 
just did not have the high priority of the others. We then went 
along with it, but we had already gone on record as saying that we 
would have preferred something else, but that does not mean that we 
don’t want this loan. In other words, we were never opposed to this 
loan. It was a matter of priority. 

Mr. Barry. So far as you are concerned, then, the reasons this loan 
was accepted as distinguished from the others are beyond your pres. 
ent knowledge? 

Mr. Barauy. That is right, because the decision was not made here, 

Mr. Monacan. Let the record show that Mr. Harris has furnished 
us with his memorandum for the record, dated August 12, 1959. This 
may bea part of our record. 

(The memorandum referred to is as follows:) 
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In a staff meeting in the Ambassador’s office, December 9, 1958, the Ambassi- 
dor handed a telegram addressed to him from Senator Eastland to Herbert ¢. 
Harris, who was at that time acting in the capacity of mission director in the 
absence of the Director and Deputy Director. For the record, Herbert ©, Harris 
is Controller and Special Assistant for Operations in the Economic Mission t 
Spain. The telegram indicated that the Ambassador would receive a call from 
the Honorable Max Cohen, who would be hand-carrying a personal letter from 
Senator Eastland, and requested that Mr. Cohen’s problem be given favorable 
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consideration. No one knew what Mr. Cohen’s business in Spain would be,# | 


it was decided that Mr. Harris would receive him first and advise the Ambass# 
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ordingly. Mr. Cohen arrived the same day and met with Mr. Harris. He 
sted that he was interested in selling RENFE, the Spanish national rail- 
Innis ome 2 million railways ties. He stated that he had queried the Interna- 
pie ‘Cooperation Administration and the Import-Export Bank about funding 
= sed transaction, but had met with no success. He further stated that 
aria heen working closely with the Development Loan Fund with a view of 
Ye eniing them to approve a loan, among a number of others for the RENFE, 
Lee provided for the purchase of about 2 million railway ties. He indicated 
teat certain congressional representatives with whom he had been closely 
working, and other agencies of the U.S. Government, including the Development 
Joan Fund, were anxious that this particular loan be approved in order to bol- 
ster up the railway tie industry in the Southeast Atlantic States. During the 
interview it was discovered that he wanted to enlist the assistance of the Em- 
passy to influence the Spanish Government to discard the normal procedure of 
competitive bidding with a view to making a direct contract with his firm. He 
stated that officials of the Development Loan Fund and other U.S. Government 
agencies favored this sort of transaction. Mr. Harris informed Mr. Cohen that 
fhe Economie Section of the Embassy was limited to an advisory capacity to 
the Development Loan Fund, and could not intercede in influencing the Spanish 
to discard normal procurement procedures unless specifically requested by proper 
authorities in Washington. He further informed Mr. Cohen that to the best 
of his recollection the loan for RENFE, which included railway ties, was very 
jow in the order of priorities, and that it would be necessary for the Develop- 
ment Loan Fund to bypass about $49 million in applications before they could 
give consideration to this loan, if the foreign objectives of the United States 
were to be given first consideration. Mr. Harris’ conversation with Mr. Cohen 
developed that political implications at home appeared to be involved ; that Mr. 
Dempster McIntosh, head of the Development Loan Fund, favored limiting the 
procurement to U.S. sources and making a direct contract with Mr. Cohen’s 
firm if the other Directors would agree; that certain congressional officials and 
other U. S. Government officials supported this arrangement; that Mr. Cohen 
realized it would be very difficult for his firm to compete with foreign suppliers 
due to the differential in freight rates if worldwide competitive bidding was 
allowed; that Mr. Cohen could supply Mr. Harris with documentary evidence 
that the officials indicated above favored the plan he proposed in order to 
provide business for the railway ties industry in several Southeast Atlantic 
States. Mr. Harris informed Mr. Cohen that he would consult with the Am- 
bassador, and that Mr. Cohen would be notified as soon as the Ambassador could 
see him, whereupon Mr. Cohen handed over to Mr. Harris considerable corre- 
spondence that he had in his possession, the major part of which is listed as 
enclosures to this memorandum. 

The situation was discussed with the Ambassador, and he was presented with 
the correspondence, including memorandums from Mr. Harris attached here- 
with as inclosures H and I, and a memorandum of the Ambassador’s conversa- 
tion with Mr. Cohen, attached herewith as enclosure J. The Embassy staff, 
including the Ambassador, had no knowledge of what was going on until Mr. 
Cohen's arrival, especially in view of the fact that the action being taken was 
not in line with the mutual objectives of the United States and the Spanish, 
as had been indicated in the order of priorities of loans requested from the 
Development Loan Fund. It was decided that this was a matter to be resolved 
between the Development Loan Fund and the Spanish and that political impli- 
cations could develop here in Spain which would be detrimental to U.S. objectives 
if the Embassy interceded on Mr. Cohen’s behalf, which would be eontrary to 
the schedule of priorities already dispatched to the Development Loan Fund 
by the Spanish Goverment. 

Subsequently, the Embassy was notified that the Development Loan Fund was 
approving this loan. For obvious reasons, Embassy and USOM officials con- 
tinned to stay out of this transaction except on occasions when their advice was 
sought. The Development Loan Fund originally made tentative approval for 
direct purchase from BEMACO, Mr. Cohen’s company. Later, Congressman 
Walter Norblad from Oregon, interceded in behalf of other suppliers, and this 
approval was withdrawn and the Spanish were instructed by the Development 
Ioan Fund to make direct purchase from one of three American firms. In the 
ieantime, Embassy, USOM officials learned that the Spanish were beginning to 
question the wisdom of becoming involved, especially since they might commit 
themselves to a contract and then be denied funds expected to meet the obli- 
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gation because of some investigation that might develop. In the end, the Span. 
ish rejected the Development Loan Fund proposal, and decided to advertise for 
worldwide bidding in accordance with normal and accepted procedures. 


HERBERT C. Harris, 
Controller and Special Assistant for Operations. 

Mr. Monacan. We are going to Zaragoza tomorrow. I think yp 
would appreciate a little summary or description of the project so that 
we will know why we are going and what we might expect to see ang 
what stage this is in application. 

Mr. Baraty. Before I turn the floor over to Mr. van Haeften, who 
will give you all the information we have on that, I would like to point 
out that perhaps our statements here indicate that things have not 
been going as smoothly with the Development Loan Fund as with 
the Export-Import Bank, and that is so, but I think there are reasong 
for it. After all, the DLF is a new organization. It has been busy 
recruiting staff and trying to develop operating procedures. It has 
also been working on an annual appropriation, so that they could not 
do much forward planning, whereas the Export-Import Bank has 
ump sums which are not tied to fiscal years. 

Mr. Monaean. I think we are fully aware of all that, and our pur. 
pose is not essentially destructive or critical, but we feel, particularly 


at this stage of the history of the Fund, which may very well grow | 


substantially, that by tightening these procedures and setting out 
more specific rules to follow we are going to help the DLF and the 
program. 

Mr. Barat. We understand that is the purpose of your inquiry, 
and I think probably Mr. Vance Brand is going to be a very helpful 
man in that. He has had good experience with the Export-Import 
Bank. He is a banker. I have a great deal of respect for him. I 
think he is going to be very helpful for the organization. 

Mr. van Haeften ? 

Mr. van Harrren. Do you want a description of the activities 
rather than the history ? 

Mr. Monacan. Tell us about the application and what it is for, what 
stage it is at, and what we may see tomorrow. 

Mr. van Haerren. The application in this case was prepared by 
the Spanish Government, by the National Colonization—— 

Mr. Baratu. Excuse me. The Passman committee is upstairs, Mr. 
Monagan. They would like me to answer a few questions for them. 
Would you excuse me? 

Mr. Monacan. You may be excused, with our thanks for a very full 
coverage. 

Mr. Barauu. I will be back. Mr. van Haeften has a very long story 
to tell you. I will be back before he is finished. saitoe 

Mr. van Harrren. This application was prepared by the Spanish 
Government and only the details later were worked out, in cooperation 
with the Food and Agricultural Division in the mission. We haves 
very close contact, working relation, with the Colonization Institute, 
because it is one of the agencies of the Spanish Government we have 
been supporting all along under our ICA program, both with defen 
support dollar assistance for machinery and in the loans and grants 
of pesetas to help carry out their projects. This loan is intended to 
accelerate the plan of the Spanish Government to bring land, w- 
productive land, under irrigation. 


S 
rig 
lan 
of | 
the 
Joa 


chil 


ac 
, T 
two 
chil 
the 
Ins 
equ 
let’ 
but 
for 
nev 
wal 
whi 

T 
Mir 
and 
loa 
of t 
maj 

T 
par 
wel 
leve 

T 
be s 

T 
men 
Min 

A 
Wo 
and 
ist 
Wor 
men 
han 
the 
now 
tech 
offic 
mer 
tran 
tion 
of tl 
the 
rese) 


he Span. 
Ttise for 


s, 
ations, 
Link We 
SO that 
See and 


en, who 
to point 
ave not 
as with 
reasons 
en busy 

It has 
ruld not 
ank has 


yur pur- 
eularly 


ll grow | 


‘ing out 
and the 


inquiry, | 


“helpful 
'-Import 
him. I 


ictivities 
For. what 


yared by 


airs, Mr. 
‘or them. 


very full 
yng story 


Spanish 
ypperation 
Te have a 
Institute, 
we have 
h defense 
1d grants 


tended to | 


land, w- 


| 
| 


DEVELOPMENT LOAN FUND 147 


Actually, with the equipment that they have at their disposition 
right now, they can clear and ready approximately 5,000 hectares of 
land annually. Their goal for the next 6 years, which is the duration 
of this project with the DLF, is to clear about 109,000 hectares. With 
the equipment that they have, they could do about 30,000, so their 
loan, or the amount of their loan was based on the amount of ma- 
chinery necessary to add about 12,800 hectares annually to their ca- 

acity for land leveling and land preparation. 

The original loan application was for a larger amount and included 
two private companies who would benefit from the loan to get ma- 
chinery. ‘They would be private contracting companies. Much of 
the work done by the Spanish Government, the National Colonization 
Institute, is actually done by private contractors, — Even with the 
equipment they own themselves, they turn that equipment over and 
let the private contractors use that equipment to carry out the work, 
but in the original loan they have applied for a little over $11 million 
for equipment that would be sold directly to the contractors and would 
never even come into possession of the Colonization Institute. They 
wanted to expand their own machinery part by about $7.7 million, 
which was the amount approved. 

The Colonization Institute is a semiautonomous agency within the 
Ministry of Agriculture. They are carrying out projects of irrigation 
and reclamation and resettlement throughout Spain. The area of the 
joan is just in the northeastern part of Spain. It will only affect three 
of the irrigation zones that they are carrying out. It is perhaps their 
major activity, but it is not the sole activity. _ 

They have in central Spain, in southern Spain, the southeastern 
part of Spain, they also have large areas where they irrigate from 
wells. It is mostly a well-drilling operation, well drilling and land 
leveling. 

This area in the north will be irrigation from reservoirs. It will all 
be surface and flood type irrigation. 

These works in Spain are actually a joint operation. This develop- 
ment loan is strictly for the part of the works carried out by the 
Ministry of Agriculture. 

An important segment of this work is carried out by the Public 
Works Ministry. The dams, main water reservoirs—dam construction 
and the construction of the main canals are not handled by the Min- 
istry of Agriculture. They are handled by the Ministry of Public 
Works. The secondary canals, distribution, land leveling, the resettle- 
ment, which is also a part of the responsibility of the institute, is all 
handled by the Ministry of Agriculture. This joint responsibility for 
the overall program is one reason why the project is being held up right 
now in that the Development Loan Fund has asked for additional 
technical information plus guarantees. They have asked, through our 
ofice—actually when the DLF officers were here they prepared a 
memorandum of information that they wanted, and they left it. We 
transmitted that to Mr. Torrejon, Director of the National Coloniza- 
tion Institute, to reply, but actually the answer must be a joint reply 
ofthe Ministry of Public Works and Ministry of Agriculture because 
the DLF in this case requested guarantees with regard to the main 
teservoirs, the construction of the main canals and dams. 
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What you willsee on your field trip tomorrow will be two of the thre. 
zones that will be affected. Actually, this project, as I said, is only 
meant to accelerate their own program. It is not just a project whic) 
will be specifically and entirely financed either from DLF or any othe: 
source. You will go through an area where part of the work wil] hp 
financed and part of the work has already been completed. The thine 
we agreed on today, when we worked with the Colonization Institute 
to prepare an itinerary for you, would be to include the overall pictur 
including works already completed which are similar to the work 
which will be carried out as a result of this loan, so you can see the 
whole picture from the arid land and plain desertland that they yilj 
level. Too, you will see the completed projects carried out previously 
which will be the end product of this loan. 7 

Mr. Reppan. Could you tell us how much the United States has jp. 
vested in this operation already, not only through the DLF, but the 
total investment ¢ 

Mr. van Hazrren. We have, over the years, used about $9 million 
worth of defense support aid that has gone to the National Coloniza. 
tion Institute in their machinery part. This is being used all oye 
Spain, not only in the zones that will benefit from the DLF. We think 
about half of their machinery is being used in that zone. 

Mr. Reppan. You think about half of it is chargeable to that Op- 
eration there? 

Mr. van Hazrren. Yes; their major operation, but not their sole 
operation. 

Mr. Barry. When you are through, you take the same machines 
and use them someplace else? 

Mr. vAN Harrren. Yes. They continue on. 

Mr. Barry. They are earthmoving machinery. 


Mr. van Haezrren. Actually, if these machines are fully used, they | 


will be worn out. After 6 years these heavy bulldozers just have so 
many hours of operation. That is one of the problems of the institute 
right now. They are running machinery with 14,000 hours ona 
Caterpillar tractor when they are only designed to operate about 
10,000 hours, then be junked. An American contractor would not use 
them more than 10,000 hours. They are now working with old ma- 
chinery. 

Mr. Barry. How many years will this project take? 

Mr. van Haerren. This is based on a 6-year project, for the next6 
years. 

Mr. Barry. A figure of half would be accurate ? 

Mr. van Haerren. That is what is available right now; yes. Ac- 
tually, within the next year the machinery we have provided for 19 
on, a lot of it is already obsolete and worn out because they are usilg 
it practically 24 hours a day there, with lights. In many areas they 
are operating at nighttime, around the clock. 

Mr. Reppan. Could you give me a total figure on the total U.S. con- 
tribution to that project ? 

Mr. van Haerre. Yes. There is another 599 million pesetas. 

Mr. Harris. Which isthe number of the project ? 

Mr. Reppan. This is all No. 1. 

Mr. Harris. I have it all here. 
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Mr. van Hazrren. Seventy-one and seventy-three. You are look- 
3. 

Pes 599 million pesetas, section 402 proceeds, these are, 

Mr. van Haerren. 121. The rest is Public Law 480. 

Mr. Harris. 121; small irrigation projects. = 

Mr. van Haerren. 100 million, and another 375 million. ' 

Mr. Harris. 122. You have all this broken down right in the 
papers I gave you, project by project, under Public Law 480 and sec- 
tion 402 projects. ae 

Mr. Reppan. For the purpose of the record, I would like it for this 

icular project. 
eg iver. Actually, it is 599 million pesetas for grant 
funds and 1 billion—I will start over again—1,475 million pesetas for 
Public Law 480 loan funds. That includes the very current, the last 
1,000 million that has just been approved. cane 

Mr. Reppan. Is it anticipated that further contributions from the 
United States will be necessary before this project is completed? 

Mr. van Haprren. Yes. 

Mr. Reppan. Do you have an estimated overall cost of this project 
to the United States ? 

Mr. van Haerren. I don’t know how far we will go. We have not 
committed ourselves to go for the full 6 years. We have not been 
asked. We have been asked to make a contribution for next year’s 
operation to the tune of another 1,000 million pesetas. This will come 
from counterpart funds. It will be a grant. 

Mr. Reppan. How much will this land be worth per hectare when 
you get finished with it? How much is the cost of rehabilitation or 
irrigation per hectare ¢ 

Mr. van Harrren. I think something like, and I am not sure—I 
would have to look up some of these figures if they are going to be for 
the record. I don’t have them all at my fingertips. I believe that is 
about 19,000 pesetas would be the cost per hectare. The total overall 
cost, including resettlement—not just the land preparation, but includ- 
ing the resettlement of families—would be that figure. 

fr. Monacan. Could you furnish us with those figures? I think 
we would like to have them. 

Mr. van Hazrren. The cost per hectare for the total project, in- 
cluding the resettlement of the families and the construction ¢ 

Mr. Monacan. Yes. You want it separated, don’t you? 

Mr. Reppan. Please break that down as to actual construction cost. 

(The information requested follows :) 


Untrep States OF AMERICA, 
OPERATIONS MISSION TO SPAIN, 
AMERICAN EMBASSY, 


Madrid, Spain, September 18, 1959. 
Memorandum. 


To: Walton Woods, staff investigator. 
From: Carl F. van Haeften, Acting Chief, Food and Agriculture Division. 
Forrest G. Bell, agricultural adviser. 
Subject: Cost data on DLF loan project with National Colonization Institute. 
As requested, we are pleased to submit the following cost data with regard 


bo the development of the 188,700 acres for which the DLF is making available 
$7.7 million to purchase the required machinery. 


The dollar equivalents used in this statement are based on the current 
official rate of exchange ($1.00—60 pesetas). The following cost data are 
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based on the entire area comprising 316,000 acres of which 188,700 
be developed with machinery procured through the DLF loan. 


acres will 








The figures in the following table apply to the land and housing development 
only and do not include the costs of the associated hydroelectric development 
by public works. 

| To be repaid by resettled 

| farmers | Governme 
Dollar eee a are, aed suheaie 
| equivalent | : dollar 
|} peracre | Dollar | equivalent 
| Pereent equivalent | per acre 
} per acre 

Control works, main canals and main ditches | 

to be constructed by the Ministry of Public | | | 

Works.-.-- 190 | 50 95 95 
Secondary ditches, drains, and roads to be con- | 

structed by the NCI aN 67 | 60 40) ” 
Preparation of the lands =oe0) 101 60 | 61 0 
Village construction wecioomaea | 101 | 60 | 61 Pr 
Land purchase cost . 45. 35a be ddl | 81 100 | BU ci eee 

Total cost por acre. . .. ...-.----..ecssesee] 540 | * 338 | m2 








The newly irrigated lands are valued on the free market at $470 to $540 per 
acre after 1 year of development. At the end of the first 5 years of improvement 
associated with irrigated farming, the value of these farms will increase to 
$600 to $730 per acre. 

Mr. Meaper. Can you give us a general idea? Is the United States 
putting up half the money, a third of it, or how much, roughly, is the 
United States putting up for this project? If it is in more than just 
one form, I mean all of our contribution. 

Mr. van Haerrren. Well, things are changing now. In the past, 


under the ICA program, we have been giving a smaller percentage | 


of the operations that were financed with ICA aid and the Spanish 


Government has been carrying the burden of it. Under the new | 


program of the economic stabilization program in Spain, they are 
limiting their finances. 

Mr. Barry. Who is “they ?” 

Mr. van Harrren. The Spanish Government. They have agreed 
on a certain level of expenditure within the Government for these 
operations, which is about 1,600 million pesetas annually, so they have 
asked for next year’s operation, they have asked for 1,000 million 
pesetas. I assume that they intend to put in the 600 million pesetas 
from other Spanish Government financing. 

What will happen in the following years, we are not sure, but this 
will be just about the amount that they will spend every year. They 
may turn around and next year ask for practically the total avail- 
abilities of Public Law 480 funds under the loan agreement to be given 
to that one project. 

Mr. Mraver. Do you have any idea what the cost-to-benefit ratio 
is on this project? 

Mr. van Harrren. Beg your pardon ? 

Mr. Monacan. He will be more familiar with that later on than 
he is now. 

Mr. Mraper. Well, as you may know, in reclamation and flood con- 
trol projects in the United States, we have to have an authorization by 
law before they can be undertaken. Then there has to be an appro- 
priation. You may have noticed over here there was some contro- 
versy about the Public Works appropriation bill. I believe my col- 
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league, Mr. Thomson, from Wyoming, got some kind of phraseology 
in the mutual security appropriation bill this year. I am — sure 
as to just what projects it 1s applicable, but I believe it app ye 
reclamation projects. That would be your type of oa & 
criteria for approval of a project of that, kind would be similar to 
those employed in projects within the United States and one of the 
criteria is the cost-to-benefit ratio. Is it going to cost you more to 
do this work than it is worth, or than the benefit that you receive from 
it? The Corps of Engineers calculates the benefits and it calculates 
the costs and they have a cost-to-benefit ratio of 2 to 1. 

That is pretty good. I had one on a harbor in Monroe, Mich., 
that was 5 or 6 to 1, or five times the benefits to the cost. ; 

Do you have any calculations or studies of that kind for the project 
we are going to look at ¢ ; 

Mr. van Haerren. No; but I have my views on it, that you cannot 
use the same standards that are used in the United States here in 
Spain because in the United States we have more land than we need. 
We put land in the soil bank, whereas in Spain they just don’t have 
enough. They have to import the food that they eat, so there is a 
difference. ; 

Mr. Meaper. We don’t have any representatives from the West here, 
but that is heresy. ; 

Have you or has the Spanish Government made some studies where 
you have some figures that the total project would cost so much and 
the improved value of the land as a result of its being usable land 
rather than arid land is such and such a figure, and is there any pro- 
vision for the beneficiaries of this to repay the expenditure of im- 
proving the land ? 

Mr. van Harrren. No. We don’t have a figure on that. This land 
will be sold. The money will come back. The farmers that are re- 
settled on this land buy the land, It will pay for itself, but it will 
bealong term. It will take up to 50 or 60 years. You cannot say that 
itis worth it over the next 5- or 6-year period. 

Mr. Barry. Our reclamation programs are for 40 years in the 
United States. They are payable over a 40-year basis normally. We 
could develop these figures by just asking you this: What is the total 
cost of this entire irrigation project to be, regardless of who is paying 
forit?: What isthe total cost? Do you have any idea? 

Mr. van Harrron. I don’t have that. 

Possibly we can figure that out. 

Mr. Meaper. Here is a memorandum in our briefing papers, if I 
am talking about the same project. The project will take 6 years to 
complete and will cost a total of about $84 million. 

Total charges against each hectare of land will be about $1,100, 
$440 per acre. This is a memorandum taken from the file. That was 
obtained from DLF files. 

Mr. Barry. I have developed irrigation projects inthe West. Ihave 
taken desertland and leveled it, piped it, et cetera. If we could de- 
velop it at $440 an acre we would consider that an average price, but 
lei me ask you something about the productivity of this land after 
it is developed. What would it sustain by way of yields? Is it an 
ill-year growing season ? 

48437—60——11 
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Mr. van Haerren. Yes. What it actually does is it multipli 
the production by about six times, because of the fact that the land 
up there, before it is irrigated, is the so-called dry-farming and it has 
only farmed one crop in 3 years. 

Mr. Barry. You will get half a dozen crops a year ? 

_ Mr. van Haerren. That is right, plus the increase in production 
is terrific. It is up two to three times depending on the crop, plus 
it permits them to grow crops which they cannot otherwise grow, In 
dry farming they can put in wheat and get a very poor crop, Why 
they are doing there, after it is irrigated, is they are dropping thy 
wheat production and are switching to alfalfa. 

Mr. Barry. What tonnage do you expect per acre from alfalfa) 

Mr. van Haerrren. I think we have tables here on the various ero 8, 

Mr. Barry. That is basic to cattle feeding and also to the dairy 
market. : 

Mr. van Harrren. Yes. 

Mr. Barry. A measuring stick in the West is that a ton of alfalfy 
in relation to acreage—— 

Mr. van Haerren. Eight tons per hectare. 

Mr. Barry. What is that per acre ? 

Mr. van Harrren. About three. 

Mr. Barry. Three tons of alfalfa. 

Mr. van Haerrren. Roughly, 80 metric quintos per hectare, which 
would be about 3 tons. 

Mr. Barry. That would be a low tonnage on an irrigated pasture, 

Mr. Monacan. Was there a determination here that this was eco- 


nomically feasible? That is one of the criteria. Do any of you knoy | 


that? 

Mr. Harris. I couldn’t answer that. 

Mr. Monacan. It was not made by you here, then ? 

Mr. Harris. No. This project was going when I came here. Would 
you have anything in your files to indicate whether we were involved 
in that or whether the Economic Section was involved in that in any 
way ¢ 

Mr. Hotsen. Not a general analysis. 

Mr. Monacan. This brings out the difficulty, of course, that we face 
in connection with these programs. A good example is the railroad, 
when so many of the people in Congress think that you are throwing 
money down a rathole. That is the position that they take and unles 
it can be demonstrated, it seems to me, that you are making some 
progress in any of these projects, that eventually it is going to havea 
substantial effect on the rehabilitation of the country, it 1s going to 
be very difficult to keep these programs going. 

Mr. Harris. Well, Mr. Chairman, you cannot use our yardstick t 
compare whether it is worth while to reclaim lands because from my 
experience in Japan—as you know, Japan is a country the size of tle 
State of California, of which only 16 percent is arable. They hare 
80 or 90 million people there. It is profitable for the Japanese to re 
claim land on the mountainsides, and according to our costs, figuring 
it, it would be about $7,000 or $8,000 an acre, but due to the necessity 
it is profitable to them. 

Mr. Monacan. If you are confident that is going to have some effect 
on the economy and‘on the food supply and all of that sort of thing, 
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tiplies but if you take something like this railroad where they need 2 mil- 
e land Fe ties a year, and you are going to help them finance a million, you 
L it has oe wen going to end up by making a gain on the obsolescence 
hier there, and it is very difficult to say we should take $14 million 

$e and put it into something like that. Mirth. 
Luction | Mr. Harris. Of course, your original reason for rehabilitating the 
P, plus ailroad was purely defense. 
ow. In " Mr. MonaGan. Of course, that is another point. 

_ What Mr. Harris. And as you know, the agreement that we had implies 
ing the that the defense-support money will be slanted toward projects that 

| can be utilized in supporting our military establishments here. _ 
alfa! 3 Mr. Barry. Mr. van Haeften, let me develop a line of questions 
IS COPS. | pore which I think may answer some of the questions on this irriga- 
1e dairy | tion project. 
| Does the cost you have here include the leveling of the land ? 

; Mr. van Haerren. Yes. 
; alfalfa Mr. Barry. Does it include the piping of the land? 

Mr. vaAN Harrren. The land in this case is not piped, but there 
are concrete ditches going in. 

Mr. Barry. It. will be flood irrigation ? 

Mr. van Harrren. Yes. 

Mr. Barry. Will you have valves at each check or do you plan to 
divide it into checks ¢ 

Mr. van Harrren. Yes. 


e, Which 


LAG Mr. Barry. Does it include the valves or will you do it by hand and 
Was C00 | separate it / 
jou know | Mr. van Harrren. It is done by hand when you get down to the 
field level, the small ditches. : 
Mr. Barry. The $440 an acre cost involved would include the value 
. of the land initially ; or is it the cost to improve it ? 
» Would | Mp, van Harrren. As I understand it, it is the total cost. 
involved 


Mr. Barry. Total cost including the purchase price of the land. 
Mr. van Harrren. Including the purchase price of the land and as 
I understand it, including the cost of the dams. 
Mr. Barry. You would expect to get 3 tons of alfalfa per acre, 
at we face without the use or with the use of fertilizer ? 
» railroad, Mr. van Hagrren. With fertilizer. 
throwing | Mr. Barry. How many pounds ¢ 
and unles Mr. van Harrren. These are their figures. It is alfalfa. It foes 
king SOM | fom zero. Now they cannot erow it. It goes to where 30 percent of 
r to haves | their Jand will be put into alfalfa where they expect 80 metric quintos 
5 going to per hectare. These are the papers the Colonization Institute gave us. 
.,, |Wedid not accept them. We haven’t checked it. 

irdstick ® | Mfr, Barry. That is with fertilizer ? 
e from ih Mr. van Harrren. It is the practice in Spain to use adequate fer- 
S1z0 of the | iilizer in arid land. We do not feel the farmers in general use enough 
They hav tfetilizer but we do feel on irrigated lands they are using adequate 
fertilizer, ; 
Mr. Barry. That would be comparable to twice what it would cost 
develop irrigated pasture in California today. 
aaa - pea aren. This is not pasture. ru 
+ of thing) t. Barry. We call it that. I know you cut it for hay. 
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Mr. van Haerren. It is only for hay. It is manufactured, yp 
will see a little factory tomorrow. 
Mr. Barry. You wouldn’t trample it down with cattle. We woyy 
expect to get 6 tons per acre and our cost would be between $400 ani 
$500 to develop per acre so it is double what our California cost wou) 
be, to answer that question. | 

Mr. van Haerren. It takes into consideration what we have. 

I think what we have to count on is part of this institute’s Tespon 
sibilities is not just the land leveling: it is resettlement of familia! 
This takes into consideration the costs of constructing the homes fy! 
the farm families. We will build a whole village. 

Mr. Barry. This is just raw land ? 

Mr. van Haerrren. Right now nobody livesthere. It is desertlani! 
After they are through, they build the village. | 

Mr. Barry. What percentage of the total cost would be for hoy 
construction ? 

Mr. Monacan. He is going to furnish us with those figures? 

Mr. van Haerrten. I will have to furnish you those figures, 

Mr. Barry. I think from what I can see from this that it would} 
an economically justifiable venture agriculturally. 

Mr. Monaaan. This is off the record. 

(Off the record.) 

Mr. Monacan. Gentlemen, we appreciate your cooperation and thy 
thoroughness with which you have gone into these matters. I am 
sure they will be very helpful to us when we get back to Washington 
Thank you very much. 

(Whereupon, at 6:25 p.m., the hearing adjourned to the call of th 
chair.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


MONDAY, SEPTEMBER 21, 1959 


Houses oF REPRESENTATIVES, 
SUBCOMMITTEE ON ForEIGN OPERATIONS 
AND Monetary AFFAIRS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Istanbul, Turkey. 

The subcommittee met at 10:45 a.m., in the conference room, US. 
Consulate General, Istanbul, Turkey, Hon. John S. Monagan, acting 
chairman, presiding. ia 

Members present: John S. Monagan (presiding), Henry S. Reuss, 
George Meader, and Robert R. Barry. ; 

Staff members present: John T. M. Reddan, chief counsel; Walton 
Woods, investigator; and J. Robert Brown, staff member, Commit- 
tee on Government Operations. 

Escort officers present: Leslie A. Grant, International Cooperation 
Administration; and Harrison Burgess, Department of State. 

U.S. Operations Mission, Ankara, officials present : Lt. Gen. William 
B. Riley (retired), Director; Roger Nelson, Program Officer; E. G. 
Burland, Industry Officer; and John W. McDonald, U.S. Economic 
Coordinator for CENTO A ffairs. 

Other U.S. Operations Missions Directors present: F. H. Bunting, 
Deputy Director, Pakistan; R. H. Whitman, United Arab Republic; 
R. L. Berenson, Yugoslavia; H. E. Houston, India; S. B. Jacques, 
Greece; S. C. Wollmar, Afghanistan; John J. Haggerty, Israel; Nor- 
man Burns, Jordan; Reed Liggit, Acting Director, Iraq; Richard 


_ Lippincott, Acting Director, Lebanon; Ralph H. Workinger, Yemen; 


Russell Drake, Nepal; R. W. Kitchen, Sudan; John L. Roach, Ceylon: 
Harry A. Brenn, Iran. 

International Cooperation Administration, Washington, officials 
present: D. A. FitzGerald, Deputy Director for Operations; Leland 
Barrows, Director, Office of Near East and South Asian Affairs. 

Mr. Monacan. I declare the hearing open. 

Let the record show the presence of Mr. Reuss, Mr. Meader, and 

myself, 
_ Gentlemen, I will say this: That the purpose of our trip is to look 
into the operation of the DLF and also of the Export-Import Bank 
inthe various countries which we are visiting. We are interested in 
the procedures by which loans come to the DLF by way of applica- 
tion, the methods that. may be used in going into the applications, the 
way in which the criteria that are set up in the law are applied to the 
ee and the relationship between, for example, the DLF and 
the eee port Bank, and also the relationship between the people 
inthe field and the DLF in Washington. 
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I hope that you will have those points in mind as we proceed here 

Prior to this time we have gone into the overall picture firgt but] 
think in view of the situation in Turkey and the fact that Mr, Burland 
‘is well informed on certain of these loans that we will begin with the | 
specific loans and ask Mr. Burland to discuss them and then have | 
questions. 

We have the aerial mineral survey; we have the Turkey-Iran pai). | 
way link, about which you are not expert, as I understand it, | 

Mr. Buruanp. No. 

Mr. Monacan. We will pass that now. 

The other is the Turkish loan. How do you describe that, yp 
Burland? ae 

Mr. Burtanp. Industrial Development Bank loan? 

Mr. Monaean. Yes. That is the one. : 

May we begin in this way? Would you give us just a brief bio. | 
graphical sketch for the record before you begin your testimony} 

Mr. Burtann. Of myself? 

Mr. Monaaan. Yes. 

Mr. Burtanp. How far back do you want to go? 

Mr. Monaaan. Just education and experience; how you came into | 
the service, et cetera. 





. 


STATEMENT OF E. G. BURLAND, INDUSTRY OFFICER, US. OPERA. | 
TIONS MISSION, ANKARA, TURKEY; ACCOMPANIED BY RoGRR | 
NELSON, PROGRAM OFFICER 


Mr. Burtanp. I graduated from the University of California, was | 
in World War I as an artillery officer. Between the wars I was with | 
an investment house in New York, Blair & Co. 

When World War II came on I went on leave from my firm and 
went to the War Production Board for the period of the war, at the | 
start and then I ended up in the economic section known as the Lib- | 
erated Areas Division of the State Department. 

After the war, instead of going back to my firm, I joined the 
World Bank and I was with the World Bank up until 214 years ago 
when I transferred over to ICA. 

Mr. Monacan. Do we have your full name? 

Mr. Burianp. Elmer Granville Burland. I am industry officer at 
the USOM in Turkey, in Ankara. 

Mr. Meaper. How long have you been in Turkey ? 

Mr. Burtanp. Two years, now. 

Mr. Monacan. Then, Mr. Burland, would you tell us about this 
aerial mineral survey ? 

Mr. Reppan. If I may, Mr. Chairman. Mr. Burland, before ya 

| 


get to that, what are your responsibilities in your present position with 
respect to the DLF ? 

Mr. Burtanp. I have been named by the Director of the USOM| 
mission at the request of the DLF to act as liaison, DLF liaison for | 
Turkey. | 

Mr. Reppan. Do you have an operational responsibility as well | 
liaison ? 

Mr. Burtanp. That is right—well, process applications. 
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Mr. Reppan. It is more than just liaison. You area field operator? 

Mr. Burtanp. A field operator, yes. — ; 

Just to explain, all applications which are entertained seriously by 
the DLF, they want the comment of the Embassy and the ICA. That 
is not supposed to be an engineering study. It is supposed to be a pre- 
liminary study, and I am the person in the USOM who pulls together 
the different views on economic policy, on the suitability of this loan 
in Turkey’s economic position, high priority. That comes from Mr. 
Nelson’s officer who is the economic policy man in the Program Office. 

Mr. Reppan. Whose views do you obtain? You pull together the 
views! ; : > , : 

Mr. Burtanp. Pull together the views of the Economic Policy Office 
of the USOM, of the Trade and Investment Division, relat ing to com- 
mercial policy matters. _ hat isa division within the USOM, but it is 
peopled by regular staff members of the Embassy. Then we in the 
Industry Division, I will give it an industrial slant myself, because I 
have had experience in the field and we have three technicians. W e 
have a mining engineer, a power engineer and a transportation adviser 
and any loans that fall in those categories are also studied ina prelim- 
nary way so that the DLF will have the benefit of a preliminary view 

n Turkey. 
i heo.s. What sort of a preliminary study do you make? I 
mean is it just an impression that they need for dealing with the appli- 
cation, or do they make a field study ? 

Mr. Burtanp. In some cases they will make a field study but it is 

reliminary. It isnot a final engineering survey. 

Mr. Reppan. Is it an opinion based upon their general knowledge of 
the area or do they make any specific inquiry with respect to the par- 
ticular loan application ? 

Mr. Burtanp. They will make specific inquiry; if it is on mining 
coal, our mining engineer currently keeps himself up to date on infor- 
mation as to the development and operation of that property. He 

oes there frequently. He probably would not make a trip there just 
specifically to comment on the application. A 

Mr. Reppan. In other words, he would know the conditions so that 
he could evaluate the validity of this loan application ? 

Mr. Burtanp. That is right. 

Mr. Reppan. If he did not have that information, then what would 
he do? 

Mr. Burtanp. In a preliminary way, he would go get it. He would 
try to get it as well as he could. He, being a technical man, would 
know what to look for. He would go out there and make a cursory 
examination for these purposes and include that in the comment. 

Mr. Monacan. Just one more question: Are your duties in this 
connection set forth anywhere? How do you know what to do, for 
example, when an application comes in? 

Mr. Burtanp. There was a circular airgram sent out by DLF to 
all of the missions, to countries where the missions were, outlining 
what they would like to have in this preliminary examination. 

As I have said, that would be economic policy questions, how does it 
fit into the economy of the country, is it of high priority. 

_ Any conditions that you know particularly about the industry, just 
in the normal course without making a special investigation, that 
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should be included; and background; mostly you look for “dong 
Possibly you look for reasons why this would not fit into DLF policy. 
you try to point out those things. re 

Mr. Revss. I appreciate your explaining, Mr. Burland, the dug | 
nature of your office ; that is, I understand—correct me if I am wrong— 
that you are, one, industry officer of USOM, and as such you repog 
directly to the Chief, USOM? 

Mr. Buruanp. That is right. 

Mr. Reuss. The Program Division is a different division ? 

Mr. Buruanp. Is a different division. 

Mr. Reuss. I was once in this business, so I have a few memories 
of it. 

Secondly, you are the DLF’s field representative ? 

Mr. Buxkianp. No. I am designated by the Chief of the Mission 


. . - . ? 
to act as liaison. All of the communications that go out, of course | 


go out over his name. 

I have no direct contact with the DLF, only through the Mission 
Director. 

Mr. Reuss. The Mission Director then has two tasks: One is Chief. 
USOM, and the other is country representative, DLF ? 

Mr. Burtanp. Whether he is actually country representative or not, 
IT don’t know. You would have to ask him. 

T don’t believe it is quite so definitive. 

Mr. Reuss. I ask this because I talked to Mr. Brand, Managing 
Director of Development Loan Fund. I talked to him informally a 
few days ago. He said equally informally in the field USOM does our 
work. I wanted to find out just how that comes about. Do you know 
any more of the technicalities of this, Mr. Nelson ? 

Mr. Netson. This is not an altogether clear-cut area, but in general 
the country director is more a focal point or a contact point for DLF 
in the field, rather than having a great deal of status and initiative 
in terms of discussions of projects, et cetera. It is rather a liaison 
function that he has with the individual firms or with the Turkish 
Government and the other main aspect of it is to relay judgments 
back to the DLF on the desirability or common desirability of the 
projects as they come up for DLF. 

Mr. Reuss. Is there any possibility of a conflict of interest between 
the duties of Chief, USOM, and representative, DLF? I am not 
aware of any. 

Mr. Netson. No. Instead, I think there is a great deal of merit and 
a great advantage in this in avoiding controversies and getting coordi- 
nation. As an instance, the Director of the USOM and his staff ar 
always acquainted with the import needs of the economy ; for instance, 
the commodities that are needed to be financed under present conditions 
with defense support and therefore is in a position to evaluate projects 
in terms of whether they will reduce or avoid the need for defense su 
port financing. It makes it possible to fit the defense support and the 
DLF program much more closely together, or at least to reduce the 
chance that they won’t be coordinated in the field. 

Mr. Reuss. One final question: To Turkey we give technical assist- 
ance; we give defense support; we give Export-Import Bank loans; 
we give DLF loans, repayable in local currency in the main; we give 
special assistance. We do not, however, give any grant aid for gen- 
eral economic purposes that I know of. 
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Mr. Netson. The only grant aid is the defense support, and of 
course, that is not a developmental type purpose. 

Mr. Revss. That has to be tied to— 

Mr. Netson. Sustaining the economy rather than the development 
urpose. If I may, there is one other sort of relationship that the 
Hirector of the USOM is involved in that is useful. Phat is techni- 
eal assistance. You mentioned that as another item. There may be 
cases where there is a need both to supply capital for a particular 
industry and also to supply technical assistance. 

Mr. Reuss. To operate it. p90 

Mr. Netson. Here is a case where again it is useful to have the blend. 
We have the case of the loan being made to the Etibank, a mining loan 
for capital purposes that they need very much. At the same time, the 
expert in Mr. Burland’s Division and Mr. Burland felt they needed 
technical help in order to better utilize the equipment and it is pos- 
sible through this combined arrangement for the USOM Director 
to make sure as best he can that all of these various things are fitted 
together in the field, sir. : , 

Mr. Monaean. I just wanted to ask Mr. Nelson for a biographical 
sketch. 

Mr. Netson. My full name is Roger Sherwood Nelson. I have spent 
most of my working life in the Bureau of the Budget as an economist 
and as a budget examiner. I was with the Marshall plan mission to 
Sweden for 2 years in the early part of the Marshall plan and then 
in the last 7 months have been in Turkey as the program officer in 
the USOM mission. I had a period of time in the Second World War 
but the bulk of my experience has been in the Bureau of the Budget. 

Mr. Monacan. What is your home and your educational back- 
ground, briefly. . 

Mr. Netson. I got my undergraduate degree from Yankton Col- 
lege, South Dakota, and got my Ph. D. from the University of Cali- 
fornia at Berkeley. 

Was there anything else ? 

Mr. Monacan. What is your home State? 

Mr. Netson. My home is South Dakota. 

Mr. Reppan. Immediately prior to your assignment here, Mr. Nel- 
son, where were you located ? 

Mr. Nerson. I had been in Washington with the Bureau of the 
Budget. 

Mr. Reppan. With the Bureau of the Budget prior to your assign- 
ment here ? 

Mr. Netson. That is right. 

Mr. Meaper. Mr. Chairman, I don’t know whether we have in our 
record the functions of the field officers of the USOM with respect 
to DLF applications. 

Mr. Monacan. I just have this telegram dated July 1, 1959, which 
Mr. Burland says is the most recent. of several and with which, with 
some specification, these are set forth. 

_ I think it would be a good idea to have these in the record, if that 
is your suggestion, and without objection, it will be inserted at this 
point. 


(International Cooperation Administration Manual Order 253.1, 
dated July 1, 1959, follows :) 
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INTERNATIONAL COOPERATION ADMINISTRATION MANUAL OrpER No 253.1 


Subject: Development Loan Fund-USOM relationships. 
Effective date: July 1, 1959. 
I. GENERAL 
This manual order explains the USOM-DLF relationship and dese 


functions and roles, with respect to DLF activities, to be performe 
USOM’s. 


ribes the 
d by the 


Il. BACKGROUND 


A. In establishing its permanent operating procedures the DLF 


: : , : : iS operating 
on the premise that it does not wish to set up a field organizatic ; 


m of its ow 


that would duplicate facilities now existing in U.S. missions overseas. Instead 
it wishes to utilize these facilities to the fullest extent practicable in carrying 


out its congressional mandate. 

B. DLF operations and activities in the field are, of course, subject to the 
authority of the chief of mission or principal officer in the same manne 
ICA and USIA operations and activities. All foreign operations, including those 
relating to the mutual security program, are subject to the supervision and 
leadership of the chief of mission when, in his judgment, they affect relations 
between the United States and the country to which the chief of mission is 
accredited. . 

III. USOM FUNCTIONS AND RESPONSIBILITIES 


The DLF will rely on the USOM for advice and support on its field activities 
(Par. No. 4 of State telegram CG 552 of April 29, 1959, states that the am- 
bassador, when he believes it necessary in the light of availability and expertise 
in respective staffs and missions, may alter the distribution of field functions 
and responsibilities in support of DLF and advise the Department of such 
alterations.) The functions and responsibilities of the USOM are primarily as 
follows: 

A. General 

1. In accordance with relevant directives from ICA/Washington, and, as 
appropriate to approved program objectives and procedures (including cooperat- 
ing country concurrence), the USOM may (a) utilize technical cooperation and 
other funds to finance feasibility studies of projects in order to assist or en- 
courage potential borrowers and to facilitate decisions by DLF and other lend- 
ing institutions on loan applications; and (0) support the growth of institutions 
and infrastructure required to support and sustain such developmental projects 
as may be financed by the DLF and other lending institutions. 

2. The USOM will provide advice to governmental entities and private busi- 
ness groups developing project proposals for submission to the DLF. 

8. The USOM will provide assistance to traveling DLF representatives in- 
cluding briefings, local introductions, and other services to maximize the effec. 
tiveness of visits. 


B. Loan applications 


Loan applications given to the U.S. field missions for transmission to DLP 
should be forwarded promptly. The USOM should, at its earliest opportunity, 
follow the submission with a preliminary appraisal of the application’s merits. 
When an application is not submitted through a U.S. field mission, the DLF 
will seek from the USOM field comments regarding its merits. In seeking such 
appraisals from the USOM, the DLF does not contemplate foregoing direct 
communication with loan applicants, either governmental entities or private 
individuals. However, DLF will keep the USOM currently informed of the 
substance of such direct communications. 

USOM assistance in the appraisal of loan applications will include: 

1. Developing and supplying information, as capability permits, on economic, 
technical, and commercial feasibility and other relevant aspects of loan ap 
plications. 

2. Obtaining from embassy or consulate sources and forwarding informatim 
on the character and integrity of loan applicants. 

3. Transmitting at an appropriate stage the views of the cooperating govert- 
ment on priorities of loan applications. 

4. Transmitting field views on the priorities to be accorded loan applications 
from the country. 
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o> 
—— 


¢. Loan negotiations é 
‘Thus far, the negotiations of loan agreements have been conducted primarily 
in Wi shington, with a few being conducted by DLF representatives in the field. 
eT ” ny particular instance, the DLF wishes the U.S. field mission to conduct 
If negotiations, appropriate instructions will be transmitted. 
p. Loan implementation 

The USOM may, from time to time, be requested by the DLF to carry out a 
ariety of followup activities in connection with approved loans, including 
eine on performance in connection with the provisions of loan agreements 
~ advising DLF on specific local economic, business, or management develop- 
als which affect the ability of individual borrowers to service their lozns, 
It is to be understood that when DLE requests It A to perform duties in ime 
field involving extensive activities in connection with end-use checking, auditing, 
fiscal, and engineering services or any other planning, screening or implementing 
activity which requires extensive workload and/or increased staffing, clear- 
ances and clarification of instructions to individual missions will be effected 
by DLF with appropriate ICA/Washington technical, regional, and administra- 
iv ices. 
Ore UsOM may be asked to take account of the training needs for managerial 
and technical personnel required to operate projects financed by the DLF, in 
planning and implementing, its ICA programs in accordance with relevant direc- 
tives from ICA Washington. ; Vs 
USOM assistance may be sought by the DLF in supplying administrative 
support to U.S. contractors operating under DLF loans, on such bases as may 
be appropriate within the country. 
E. DLF liaison officer 

The USOM director will designate a member of the USOM staff as “DLF 
liaison officer” and advise Washington of the designation. This officer will be 
responsible for coordinating USOM activities in support of DLF and for keeping 
the diplomatic or consular mission, the USOM director and the public affairs 
oficer informed, as appropriate, on DLF matters including the status of local 
applications and approved loans, 
F. Diplomatic or consular mission views and support 

The USOM will be responsible for obtaining views and recommendations, if 
any, of the diplomatic or consular mission with respect to DLF activities and 
its support of them as appropriate. With respect to advice on loan applications, 
the USOM’s reports should reflect the diplomatic or consular mission’s views 
on any political and foreign policy considerations involved. 


Mr. Mraper. I note those four points particularly. Should I read 
those in the record ? 

Mr. Monacan. I think it might be well. 

Mr. Meaver. This is from the ICA Manual, Order No. 253.1, ef- 
fective July 1, 1959. Subject: DLF-USOM relationship. 

[understand this is not a classified document ? 

Mr. Reppan. That is right. 

Mr. Meaper. The thing that struck me when we were asking Mr. 
Burland what his function was with respect to these loan applications, 
under (b), “loan applications,” the second paragraph reads as follows: 

USOM assistance in the appraisal of loan applications will include: (1) 
Developing and supplying information as capability permits on economic, tech- 
nical and commercial feasibility and other relevant aspects of loan applications ; 
(2) Obtaining from embassy or consulate sources and forwarding information 
on the character and integrity of loan applicants; (3) Transmitting at an ap- 


propriate stage the views of the cooperating government on priorities of loan 


applications ; (4) Transmitting field views on the priorities to be accorded loan 
applications from the country. 


I would like to ask a question or two based on those, if I might. 
Mr. Monacan. Very well. 


Mr. Mraper. Mr. Burland, I got the impression from your earlier 
statement that the information that you supply is rather sketchy and 
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what you happen to have on hand rather than making a thoroug| 
study of the economic, technical, and commercial feasibility okt 
project. 

Mr. Burtanp. That is right. We do not make any special engi. 
neering surveys, for example, but we have in the USOM a considep. 
able amount of information about specific industries, the Various 


branches of industry and we draw upon that information to the exten, | 


that it is pertinent. 


Mr. Mraver. Just how much of the loan application papers or dat, 


do you have before you when you make such a study ? 

Mr. Burtanp. We have the loan application itself. If the loap 
application goes directly to the DLF from the applicant, they seng 
us a copy and we look over the copy and we see where we have jp. 
formation that is pertinent, and of course, include it. 

Mr. Meaper. You would screen or examine the representations of 
the applicant to see whether or not they were accurate or exaggerated! 

Mr. Burianp. That is right. We very often get in touch with the 
applicant, particularly if he is available. 

Mr. Netson. If I may, Representative Meader, there are of cours 
several people in USOM with industrial background who can ¢op. 
tribute to this review but the problem when it comes to the technical 
examination of each project is that it often calls for a high degre 
of specialization. For instance, if it is a fertilizer project, we 
wouldn’t have a man with a deep background in how to manufac. 
ture fertilizer. On the other hand, the DLF, through its resources 
in Washington, can make that kind of a detailed technical review and 
so the detailed review is very heavily in the DLF in Washington, 
There is also the problem of the Industry Division staff, for instance, 
with the other work they have to do, of how much time resources they 
have, so frankly, the review is preliminary and the best they can in 
the time they have and with the staff they have, sir. 

Mr. Buruanp. If I may add one point, you mentioned fertilizer. 


There is an Agriculture Division, also, in the USOM, and while they | 


don’t know how to produce fertilizers, they know where they ar 
needed, could give an idea as to whether it should be placed in the 
country, and how having that fertilizer would affect the economy. 

We get their views also in the USOM comment. 

Mr. Meaper. Let me ask, do DLF loans supplant what used tok 
granted in one or another form of direct grant assistance? 

Mr. Buruanp. Yes, I think to some extent. I don’t believe we can 
answer generally in that, but if I may be permitted to give an example, 
the Zonguldak loan; the Zonguldak property was largely aided by 
what was then called defense support and when defense a nd 
longer was applicable to project type assistance, then the DLF came 
in. They have senate loan to continue the development of the 
Zonguldak Coal Basin. Does that answer your question ? 

Mr. Meaprr. Yes. So your Industry Division would have been 
in charge of the processing of the direct grant aid for projects which 
now are handled through the DLF? 

Mr. Burtanp. That is exactly right, sir. 

Mr. Monacan. May we get down to the specific loan ? 

Mr. Reppan. Could I ask one suaataat 

Mr. Monacan. Yes. 
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Mr. Reppan. Where USOM is not qualified to make technical judg- 
ments with peapect to a loan application, how are these technical 

; j mace ¢ 
oe Boseaxn. Either by the experts of the DLF whom they send 
out or the DLF may say that they cannot consider an application 
further without a complete engineering survey, in which case that 
would be arranged for. 

Mr. Reppan. Do I understand your statement is that in every ca is 
either the USOM is fully qualified to make these judgments or DLE 
sends out experts of its own ¢ 

Mr. Burtanv. That is right. rh 

Mr. Reppan. Or arrangements are made to have qualified engineer- 
ing firms make a survey ¢ gah sn 

Mr. Burtanp. They get technical reports which satisfy them, the 
DLF, either from us, where we can, where we know about a property, 
or through independent sources. i ILL 

Mr. Revpen. What I am getting at is this, sir: I want to make sure 
that DLF always has in each case the kind of information on which 
they can make a proper judgment. : 

Mr. Burtanp. That has certainly been our experience here. 

Mr. Netson. If I may, Mr. Reddan, maybe a combination of these 
in order to get the maximum knowledge and background ; that. 1s, 
oet what they can from the USOM staff, what they can from their own 
technical staff, and then if necessary, supplement it with an engineer- 
ing survey. 

Mr. Reppan. Is this a supposition on your part, or do you know 
this? 

Mr. Netson. It works this way. 

Mr. Reppan. You know this to be a fact in each case ? 

Mr. Netson. Yes, sir. 

Mr. Monacan. May we now go into the area of aerial mineral sur- 
vey, loan No. 53? Could you just give us a trip through on that now? 

Mr. Burtann. Yes. That was a loan for $900,000 to conduct an 
aerial mineral survey in Turkey. There has been a Mining Research 
Institute here for some 20-odd years. In the course of that time they 
have amassed quite a lot of information so that they can show and did 
show on a map five areas which seemed to be very likely areas for sub- 
stantial mineral deposits. 

Mr. Monacan. That is a governmental agency ? 

Mr. Burtanp. Yes. It was on the basis of that that a mining engi- 
neer from—I think it was from the U.S. Geological Survey, who is 
an expert In mineral surveys, was sent out for 3 months to work with 
the Mining Research Institute of Turkey. 

Mr. Monagan. Who sent him out? 

Mr. Burianp. This was before my time. It is by interagency ar- 
rangement in Washington. They sent him out and he made a short 
study of this and went over the MTA plans and reduced them down 
to what he considered as an expert to be feasible. 

That, then, became the basis of the loan application for the MTA: 
that is to say, the Turkish Mineral Research Organization, which is 
‘government agency, to make the application to the DLF. 


Those areas, therefore, are shown on a map and very carefully 
delineated. 
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All of the information that the MTA had as to the minera] 0- 
tential was put together to see whether it was a suitable prospad 
a good project for a loan application. It was agreed as to just exactly 
the areas that would be flown, the distances that would be flowy 
exactly the type—— ' 

Mr. Monacan. When this application came in, were you here at 
that time? : 

Mr. Burianp. Yes, I was here. 

Mr. Monacan. And what did you do with the application? 

Mr. Burtanp. We went over the application to see that it containe 
all of the information that ordinarily would be required. The DLF 
has issued a little booklet as to the type of things it wants to know. We 
help screen, to see that all the answers are responsive. 

We would ask some questions ourselves if we cared to. 

Mr. Monacan. Does that contain the criteria that are in the lay 
as to the economic feasibility and the possibility of repayment? 

Mr. Burianp. I believe it does. ; 

Mr. Monacan. This is a preliminary step that you are taking? 

Mr. Burianp. Yes. 

That was a loan to a government agency ; therefore, it was the credit 
of the Turkish Government that would be the basis of determining 
whether that loan was feasible or not with a reasonable chance of is 
being repaid. . 


Mr. Monaaan. Then after you had determined that the preliminary 


feasibility was there, did you then pass it on to DLF ? 

Mr. Buruanp. Yes. We made a comment on that. Mr. Nelson's 
office—this was before his time—but it came in and expressed views 
as to, for the long run, economic self-sufficiency of Turkey, develop. 


ment of the mineral potential is bound to play a very important role, | 
If the country is going to get on its feet and be self-sustaining, that js | 


one thing that should be done, and to help define that potential, that 
source, would be the purpose of this aerial survey. 

Mr. Monacan. Did you make any determination as to whether 
or not there would be an adverse effect. on the economy of the United 
States in connection with this loan ? 

Mr. Burianp. Insofar as we know of those considerations we cer. 


tainly would, but we would rely pretty much on the DLF Washington | 
office to pick up those national interests there. We know that they | 


take them into account all of the time. 

Mr. Monacan. That is one of the requirements of a loan. I jut 
wondered to what extent you would go into that here. 

Mr. Burtanp. As I say, we would do it ina preliminary way, butit 
is very likely that the DLF, as it always has in processing these ap- 
plications, would have specific questions and would ask us to look into 
the specific thing. Then, of course, we try to get them the answersto 
that problem. 

Mr. Monacan. In consideration of an application, do you make any 
determination as between applications based on political considers 
tions? 

Mr. Burtanp. Turkey’s political considerations? 


Mr. Monacan. No; upon the consideration as to whether one or ai | 


other might be more advantageous politically to the United States s 
against economically from the point of view of a particular project. 
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Mr. Buranp. | think we would rely more on the DLF to make 
those determinations backed by their own Board. “le Sal 

Mr. Monacan. You would not make that policy decision if such 
a No. I don’t think so. If we were asked specifically 
to get facts, develop facts which would permit a judgment of that 
kind, that we would certainlydo. ’ 

Mr. MonacGan. Then this application went to the DLF and was 

7 ‘e, was it! 
Se evanan Yes. They approved the application. Then the next 
step, of course, was to draft—they sent out a draft of a loan contract. 

Mr. Monacan. Let me ask you one other question: Did they send 
back for any further information before approving the application ? 

Mr. Burtanp. Yes. I cannot answer you specifically how many 
times, but I know that in all of these applications there are always 
many questions that they send back for. 

Mr. MonaGan. And you get specific informat ion ¢ 

Mr. Burtann. We get specific information where they need it. This 
loan was made—I mean they had the material for an early judgment 
because they had this USGS man here who made a specific study of 
the desirability and the expected results of an aerial mineral survey 
and his function was to go over all this, and he spent about 3 months 
out here. His report was just finished when I got back. I merely 
saw the report but he went into it very deeply with this Turkish 
Mineral Resource Organization and he came up with delimitations 
which kept the thing within reasonable limits. , 

Mr. Monacan. Assuming that one loan may be in the private sector 
of the economy, another one in the public sector, would you make : 
determination as to which would be preferable as between such loans? 

Mr. Burtanp. Yes; we would. We would express a view, which we 
believed DLF wanted to know and we would have it here among 
ourselves that if these funds can be obtained from private sources on 
reasonable terms, the application should not be made to the DLF. 

Mr. Monacan. That is a good point, but my point is, in making the 
loan to an applicant, whether the applicant would be in the public sec- 
tor or the private sector. Would you prefer to make a loan to a gov- 
ermment agency or to a private agency / 

Mr. Burtanp. A private agency. All of our instructions and all of 
our attitudes are entirely in that direction, because of this basic thing 
which I mentioned, the basic criteria which the DLF uses. 

Mr. Mraper. Let me ask on that point, Mr, Burland—this may be 
getting afield from the specific project, but have any applications 
been made to assist in the financing of the divestiture of Government- 
owned industrial properties in Turkey ? 

Mr. Burtanp. No, not to my knowledge. 

Mr. Meaper. Would the DLF be of assistance in any program of 
divestiture? I mean, would it be in your judgment appropriate to 
use financing from the DLF for, let’s say, Turkish citizens or perhaps 
mixed ownership, privately owned companies to acquire some of the 
industrial properties of the Turkish Government ? 

Mr. Netson. If I may, Representative Meader, give a little back- 
ground on the situation in Turkey: As you undoubtedly know, much 
of the industry is operated by state enterprises rather than by private 
enterprise. At the same time, in the last decade there has been a very 
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tremendous growth in the private sector. For instance, in the textile 
area, even though there has been large state enterprise in operation 
and a growing state enterprise, the private sector has been growing 
even farther, even faster, and there is a rapidly expanding private 
sector in Turkey. 

The situation, as far as the state sector goes, very briefly, js that 
the history has been very heavily, since Ataturk became leader of the 
Turkish Government, in the direction of state enterprises; the feeling 
that they had to have state enterprises in order to have the very rapid 
economic development that they wanted and there is quite an orienta. 
tion in the state enterprise direction as far as the Government js 
concerned. 

I think this is going to be a process of evolution and that as time 
goes on, as private industry is ready to invest in Turkey, as the DLF 
makes loans available to the private sector, whenever there js the 
opportunity and whenever it is desirable, that this will be an evolving 
development toward the private sector, sir. a 

Mr. Mraper. In other words, the answer to my question is “Yes”: 
the DLF could function effectively in the process of transferring from 
Government to private ownership some of the industrial enterprises 
that are now operated and owned by the state in Turkey ¢ 

Mr. Netson. I think that they could, by the process of making 
funds available where there are highly desirable private projects, 
making sure that they can go forward. . 

Mr. Mraper. Why don’t you mention the law? 

Mr. Netson. Yes. The Government of Turkey has passed, since 
the democratic administration came in, a law which on its face js 
very constructive in promoting private investment in Turkey, and 
there have been investments made under this law by American firms 
and by other firms. One of the major obstacles, though, was an eco- 
nomic obstacle in the sense that with the economic crisis and diff- 
culties that Turkey has had, that private investment was not at- 
tracted to Turkey. The risks were too great, the uncertainty too 
great on the economic front; for instance, whether they would get 
materials to operate, and this situation has changed a great deal as 
an outgrowth of the stabilization program a year ago, so that it 
does in my view look increasingly hopeful that private investment 
will come in and that the expansion there can be accelerated. 

Mr. Meaper. Could you give us an estimate of the amount of Amer- 
ican private capital invested in Turkey ? 

Mr. Nexson. I think since the law went in about 1953 or 1954, there 
has been about $8 million invested. It has not been large. I could 
check that figure, sir. 

Mr. Meaper. Do you know what the level of American capital i- 
vestment was prior to the law? 

Mr. Netson. We have no figures on that. 

(Off the record.) 

Mr. Nerson. The major problem of the state enterprises until the 
stabilization program was that they were incurring very heavy opera- 
tional losses. They were selling their goods for much less than their 
costs and this had a very, very serious inflationary aspect and under 
the stabilization program, they are now obligated to cover their 
costs of operation. This has meant a very substantial increase 
in the prices charged by the state enterprises and it has had a very 
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important effect, not only in soaking up purchasing power, or to avoid 
having inflationary pressure of added money—it has had a tremen- 
dous effect, constructive effect there, but it has also increased prospects 
for private enterprise to compete because the state enterprises are in 
the same position as the private enterprises, that at least they have to 
cover their costs. 

Mr. Meaver. Do you have any study that you could furnish either to 
the committee or at least I would be interested in it, analyzing indus- 
iry by industry the proportion which is conducted by state-owned en- 
terprises and what is privately owned and operated ¢ 

Mr. Burtanp. I think we could get that. 

Mr. Nevson. We could prepare it. 

Mr. Burtanp. For instance, in the textile industry I have a figure 
in my mind, 60 percent private, 40 percent Government. 

Mr. Meaver. How about mining? 

Mr. Burtanp. Except for the very small mines, it is all Govern- 
ment—copper mines, chromite mines, lignite mines, of which there are 
four principal properties and the big black coal properties, Zonguldak 
isentirely Government ? 

Mr. Meaver. Is transportation all Government ? 

Mr. Burtanp. Transportation is all Government—railroads, air- 
ways. 

Mr. Meaver. Communications ? 

Mr. Burtanp. Communications: There are private truck contrac- 
tors who will move goods from place to place and that is in the private 
sector. 

Mr. Meaver. How about shipping ? 

Mr. Burtanp. Shipping is all Government—no; I believe now I 
will have to correct that. I believe there are one or two privately 
owned Turkish shipping lines mostly in coastal trade. The big com- 
panies are Turkish Government owned. 

Mr. Mraper. And manufacturing; do you have a figure in mind 
for that ? 

Mr. Burtanp. No. The big steelworks of course is Government. 

Mr. Netson. We have a table we would be glad to supply you with. 

Mr. Mraper. I thought you probably had something. 

Mr. Netson. We have within the industry area, for instance, I am 
sorry I don’t have it today, but within the industry area we have a 
record of the last 7 or 8 years in terms of each sector of that, the 
numbers of workers, value of production, value of materials added, 
a whole range of data to indicate how much was by the public and 
= oa by the private sector. This table would be readily 
available. 

Mr. Mraper. That table would show by years whatever growth 
there was in the private sector ? 

Mr. Nerson. Yes. We have that for the period of 7 years, the 
change from 1950 to 1957, sir. . 

Mr. Meaper. I think that would be awfully interesting. I do not 
know if you want it for the record. . 

Mr. Monacan. That would be helpful to have. 

Mr. Nerson. We will supply that, sir. 

(The information requested follows :) 
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Mr. Monacan. There are two points [ would like to cover. [ 

tice MTA chose from a number of firms a ¢ anadian firm to perform 
thi work. We frequently get the expression of opinion that these 
aiiacth of this sort should be channeled to American companies. 
Js there any policy that you have in that connection 

Mr. Burtanp. ‘The policy of the DLE is worldwide. In this par- 
ticular case the MTA named a list of five people, I think one Swedish, 
one French, American, and one Canadian. Phat whole list was sent 
over tothe DLF. They approved the whole list and the specifications 
were published and it was done on the basis of private bidding. i 

Mr. Monacan. There is no legal requirement that the DLF ap- 

rove or confine its approval to American companies ? 

Mr. Burtanp. No, sir, _ — leh 

Mr. Monacan. But there is no policy in addition to that in that re- 
ard insofar as you know ? « 
~ Mr. Burtanp. So far as I know, none. In this specific case I be- 
lieve the Canadian company is a subsidiary of an American company. 

Mr. Netson. If I may just add one bit, Mr. Chairman, this is a 
phase of the DLF operation that we are very, very little concerned 
with, the question of who gets the contract. The bids come in, the 
bids are opened and this is the process. 

Mr. Monacan. Bids come into the DLF ? 

Mr. Burtann. No, to the borrower, under conditions, and they are 
issued under specifications approved by the DLF and the final award 
is subject to examination by the DLF. He prepares those. He will 
analyze the bids and work them out on a chart to see which one is the 
best, all considered, and that is reported to the DLF in Washington. 

Mr. Barry. Usually these loans are only a portion of the total 
amount required, are they not? 

Mr. Burtanp. That is right, only for import requirements, things 
that must be paid in foreign currency. 

Mr. Reuss. You have said, gentlemen, that in terms of USOM here 
you were not much concerned with whether a U.S. firm or a foreign 
firm gets a particular contract. However, what about the broader 
question of the national interest in the old days of foreign aid? 

We were running a pronounced balance-of-payments surplus every 
year. We were ahead of the game. Therefore, if foreign companies 
et contracts, while it might make an American company that had 
Sian bidding on the job aggravated in terms of our dollar balance of 
payments, it was probably a good thing. However, for the last 2 or 
3 years, our balance of foreign payments has been running an annual 
deficit. I am wondering whether either of you has anything to say 
about the national interest there and whether it might be not a good 
idea to reevaluate what you have said is our present policy, namely, 
it matters not who gets the bid as long as it is the lowest bidder. 

Mr. Netson. I would like, sir, to clarify the point I made earlier. 
I didn’t mean to suggest that we were indifferent in the sense of not 
caring, not being concerned. It was rather in terms of our role and 
our responsibility, the focus for the decision as to which contractor, 
which bid should be accepted is in Washington and we do make rec- 
ommendations in terms of the costs as to whether one contract. covers 
all the costs and another contract does not. I would simply want to 


make clear that we are not in the middle on the decisions on con- 
tractors, 
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Mr. Reuss. My question was whether you had any thoughts on 
what our national policy ought to be, leaving to one side who it js 
here or in Washington, that is delegated to carry it out. Would wa 
agree with me, for example, that we need to take a new look at our 
policy, which by and large has been “Give it to the lowest. bidder 
wherever he may be, and if that causes us to have to pay out foreign 
exchange, that does not much matter, because we are heavy on dolla; 
anyway.” ‘That is no longer true. 

Mr. Netson. Certainly the balance-of-payments situation has 
changed and that causes a desirability of a relook at the policy but 
this is a matter that is way above us, of course, sir. 

Mr. Reuss. And so far as you know, it has not been the subject of 
a relook ? 

Mr. Netson. We have seen reports from Washington to the effec 
that this has been something that is being reconsidered back there, 

Mr. Reuss. But there has been no change in policy that has com. 
municated itself to you, here? 

Mr. Nexson. I know of none. Do you, Mr. Burland? 

Mr. Burtanp. No. We understand this problem is being now re. 
evaluated in Washington in Government circles, but we have had no 
inkling yet of any positive change in policy. 

Mr. Meraper. But that change in balance of payments is not true 
in Turkey, isit? Turkey is still short of dollars by a long way! 

Mr. Buruanp. Yes. 

Mr. Reuss. I ought to clarify this point. What I am talking about 
is not the Turkish-United States balance, but the United States-versus. 
the-rest-of-the-world balance, and if we pay an American contractor, 
by and large that diminishes our balance-of-payments positions very 
little, relatively speaking. If we pay a non-U.S. contractor we in- 
crease our balance-of-payments deficit by that much. Would you 
disagree with that? 

Mr. Netson. No. It would not affect the Turkish balance of pay- 
ment, but if an American firm got the contract, it would affect the 
U.S. balance of payments. If a Canadian firm got it, they would 
have a better balance-of-payments position, but Turkey has the prob 
lem, sir; we certainly agree with you on that; it wouldn’t be affected 
by the decision among contractors in the normal course. 

Mr. Reuss. But to the extent that the United States faces a deterio- 
rating balance-of-payments situation—and I am not here undertak- 
ing to say whether this is necessarily bad—but to the extent that it 
does, that balance-of-payments situation deteriorates less, does it not, 
to the extent that American contractors rather than non-Americat 
contractors are retained on these contracts ? 

Mr. Netson. Yes, sir; that would certainly be true. Of cours, 
there is a wide range of ramifications here that would also need to be 
considered. 

Mr. Reuss. Thank you. 

Mr. Monacan. There is one more point, if I may, Mr. Burland. 
The first draft of the loan agreement here contained a provision that 
when MTA publicizes a report, including the analysis and interpreta- 
tion of the data gathered, it would also make available to the general 
public the raw material. 

Apparently there was, to say the least-—the Turkish Government 
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it, the purpose was to make this available for the private nterprise to 

» into the mining business and to develop it on a private basis. 

Then, subsequently, this land which was taken out, as I understand 
it, was made a matter of a diplomatic agreement rather than contract. 
Were there any policy determinations made by you in connection 
with this matter? — ‘ Leet 

Mr. Burtanp. Yes. We went into this thing very carefully to try 
to find out what was the reason for the Turkish Government’s not 
wanting to do this—was it for the purpose of trying to keep things 
in government hands; were they trying to discriminate against the 
private entrepreneur? As nearly as we could find by ordinary con- 
yersations with the head of MTA, a man educated in Europe and 
a very fine man, he said no, there was not; that eventually these 
properties would be turned over when there were adequate private 
enterprise people able to take them, finance and develop them to the 
fullest extent, but, said he, if this aerial survey produces a lot of 
anomalies and if the land is open to registry in the filing of mining 
claims, he said, “I am afraid that alert people will go out and sit on 
those things and they will not develop them, because what you need 
to do to preserve a claim and keep it going is much less than it should 
be in this country.” 

He said, “I, as the head of the mining thing in the Turkish Gov- 
ernment, want to see those anomalies developed right away and, 
therefore, we don’t want any gold rushes.” He used that phrase. 
He said, “We dont’ think it will lead to the most rapid and most 
economic development of these properties.” It was explained to him 
that the purpose of these moneys—that these were taxpayers’ moneys 
and they were trying to assist in the development of the mineral 
potential and that there was a great interest in the private entrepre- 
neur in Turkey, who should be given a full opportunity to develop 
mining. 

Then, from the standpoint of government policy, the Turkish Gov- 
ernment said, “We dont want to have in the loan contract a fact that 
some agency of another government is telling us how we must treat, 
or what we must do, as with regard to what is to be done in Turkey 
and what not.” 

They resisted on that line. Finally, they came around to the point 
of view and said they wouldn’t object to it if it were done in an ex- 
change of notes and it would be equally valid. They resisted that 
for the reasons I gave you rather than for policy reasons. 

Mr. Reppan. Mr. Burland, in that connection, then, do you feel 
that incorporation of this provision in the exchange of notes is suf- 
ficient or is it as adequate as incorporation in the loan agreement ? 

Mr. Burtanp. I think it is fully as adequate as far as binding the 
Turkish Government. 

Mr. Reppan. Now, with the proposed legislation which I under- 
stand is pending, Turkish legislation, which would remove for a 
d-year period any lands that the Turkish Government wanted to 
remove—if that becomes law, will that not make the agreement 
ineffectual ? 

_ Mr. Burtanp. Yes. If that law is passed and allowed to stand, 
it would work against the agreement, certainly. 

(Security deletion.) 
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Mr. Burianp. The Turkish Government, under previous laws, } 


had 
the right to withhold lands from public entry, mining lands fron 
public « entry, when they thought it suited their police’ v to do so, About 


3 years ago, that particular section of the law was suspended beea Ls 
there was criticism that the mineral potential was not being fully 
developed, so they withdrew it. 

Now, with this mineral survey coming up, with the possibility ang 
the likelihood that new mining deposits \ will be found, we underst; and 
they are seeking to restore it. If they did pass the legislation, ;| 
would either probably cause DLF to consider that a viol: ation of the 
loan agreement, certainly in the spirit of it, or it would need a ney 
agreement with the Turkish Government that the operation of this 
new law, if it is passed, would not affect any anomalies uncovered by 
the aerial mineral survey. They would have to be accepted by the | 
aerial mineral survey, financed by the DLF. 

Mr. Monacan. In other words, this condition would be considered, 
in your opinion, to be a condition going to the basis of the agreementi 

Mr. Burtanp. Yes. I believe so. 

Mr. Reppan. Do you feel that that is so, even with that part ey. 
cerpted and placed into a separate agreement between the Unitel 
States and Turkey ? | 

Mr. Burtanp. Yes; I do. I do not think the fact it is by an ey. 
change of notes has any bearing on the obligation of the Turkish 
Government. 

Mr. Reppan. Who has the duty in this mission or in the Embassy to 
keep currently apprised of legislative developments in Turkey? 

Mr. Buruanp. I think probably several sources. There is a mip- 
erals attaché at the Embassy who works very closely with us. We 
have an American mining engineer on our staff in the USOM. 

Mr. Reppan. Iam talking about legislation in general. 

Mr. Burianp. I suppose Trade and Investment would do that. 
The Embassy have people who would do that. We follow anything 
that has to do with anything that we are doing in the USOM; we 
get daily translations, economic translations, from the press and 
follow them very closely. 

Mr. Reppan. This bill was introduced in February 1959? 

Mr. Burtanp. Yes. 

Mr. Reppan. The loan agreement was signed April 30, 1959, or in 
April of 1959? I havethe date as April 30. 

Mr. Burtanp. I donot know what the timing is. 

Mr. Reppan. The exchange of notes between the American An- 
bassador and the Turkish Minister of Foreign Affairs was dated 
April 30, 1959, and, as nearly as we can find, sir, DLF was not not 
fied of this pending legislation until May 26, 1959. 

Everything had been completed before DLF knew about it. I ws 
wondering whose responsibility it was to find out about this sort oi 
thing as soon as it happened. It may be that DLF might have taken 
a different position on this loan had they known of the pending 
legislation. 

Mr. Buruanp. I think that you have to take into account, In con 


sidering that question, that when a bill is introduced it does not neces 


sarily become public information. 
Mr. Reppan. Would this bill have become public information! 
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Mr. Monacan. Insofar as the operations of our own agency are 
concerned, I do not see any reason why they should be off the record. 

Mr. Netson. We would be glad, sir, to check with the staff in 

ara to see when, as a matter of routine, information does come 

‘non bills introduced. My impression is the same as Mr. Burland’s: 
That this does not become public knowledge immediately on the in- 
troduction of bills. We would be glad to check that. ” 

Mr. Reppan. If you would find that out, sir, and, with specific 
reference to this particular bill, if you could find out when this be- 
came public information. 

Mr. Netson. We will do the best we can, sir. 

(The information requested was subsequently submitted by the 
Mission and is as follows :) 


Pustic INFORMATION REGARDING STATUS OF BILLS IN GRAND NATIONAL ASSEMBLY 


There is no arrangement in Turkey whereby summaries or texts of bills intro- 
duced into the Grand National Assembly are regularly made available to the 
public or their legislative status is indicated. Summaries of debates are, of 
course, published in the press. The U.S. operations mission and the Embassy 
are in a position to follow up with appropriate officials of the Government 
regarding such news summaries, as well as information obtained from other 
sources. Approved bills are published in the Official Gazette. 

Mr. Monacan. Mr. Barry, do you have a question ? 

Mr. Barry. Mr. Burland or Mr. Nelson, this engineering study, 
is it complete ? 

Mr. Burtann. Of what, sir? 

Mr. Barry. Mining engineering survey. 

Mr. Burtanp. The aerial mineral survey ? 

Mr. Barry. Yes. 

Mr, Burtanp. The study was done by a USGS man, and that has 
been completed now for some time. That was merely 

Mr. Barry. No, but the $900,000 appropriation for the survey ? 

Mr. Burtanp. No. It has not yet been completed. 

Mr. Barry. Are there any preliminary reports? 

Mr. Burtanp. No. It has not been started yet. The actual opera- 
tion has not started yet. 

Mr. Barry. Is it to be in the nature of a geophysical survey ? 

Mr. Burtanp. Yes. 

Mr. Netson. One of the difficulties is that, with the time that has 
been involved in the review of this project, they have not been able to 
make the actual survey this summer, as they had hoped to. It is de- 
layed from the target that had been planned. Weather conditions 
will mean that they won’t be able to complete the survey before winter 
and that it would be next year before it is finished. 

Mr. Burtanp. There was another reason for the delay. The rea- 
son for the delay was, of course, legal matters which came up. 

The first thing was the MTA cosign the loan agreement. Then the 
DLF required, since it was a Government loan, a guarantee agreement. 
Then the question was, “Can the Turkish Government under existing 
legislation guarantee a contract made by MTA?” At first, the Turk- 
ish lawyers said, “No; there must be specific legislation required in the 
GNA.” A bill was introduced and it was put into the GNA and it 
stayed there while Turkish lawyers looked into it further. 
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Then they came to the conclusion that the Minister of Finan 
sion under existing legislation, and he did sign the loan agreement 
Now a legal opinion is being written up by the Legal Counsel of the 
Turkish Treasury which as soon as it is completed ‘will be forwarded 
to DLF. The loan is not yet effective and the funds are not vet 
available. : 

Mr. Barry. The reason I am asking this line of quest ions is the pos. 
sible undesirability of making public the information in the Agree. 
ment in the first place. " 

I wanted to ask you, specifically, has your mining consultant ey. 
pressed an opinion with regard to this provision being in the contract 
originally ? 

Mr. Burtanp. Yes. He thought—we all thought it was a yey 
good provision. rT 

Mr. Barry. He thought, from a mining standpoint, it was a good | 
provision ¢ 

Mr. Buruanp. Yes. 

Mr. Barry. I am thinking of titanium in Labrador. It is worth 
millions of dollars to Kenneec ott Copper Co., and any large ore deposit 
has vast value. If you were able to uncover some large deposit, 
which you can do aerially, by using various methods, and that in. 
formation got out—I could make millions of dollars if I got there 
first. I could well understand the Government holding close to their 
chest any geophysical information that would lead to a large titaniun 
or iron ore deposit of substance. 

Mr. Netson. If I may break in, sir, there is certainly no doubt at 
all but what we are fully back of the sania ity and are ready to press 


whenever the appropriate time is for that, and in this particular case | 


it became a question of timing as to whether when a bill is introduced, 
the same as back home, whether that necessarily is something we 
should start acting as a Government on. I agree with you very much 
on the importance of general awareness of this rather than very limited 
awareness of whatever the results are. 

Mr. Buruanp. I think there is a technical question involved, too: 


the type of survey. I am not sure I used the right words. It was | 


decided they would stick to magnetometers. But not centilometers 
which go deeper and which go after iron ore. Since it was limited to 
that, it would seem to be there were no precious metals or rare metals 
or new deposits like uranium or various things like that that wouldk 
uncovered. 

Mr. Barry. You mentioned having a mining consultant. The 
you have a member of the mining-engineering field on your staff, do 
you not? 

Mr. Burtanp. That is right. 

Mr. Barry. You have two sources of technical information. Neither 
have expressed that the Government may be acting or attempting to 
act in their own best interests by refusing to get this information ott 

Mr. BurtaNnp. They were in entire agreement that the informatio 
should be made public and the public should be allowed to have the 
information with its analysis. 

Mr. Barry. Have you heard anything from members of the Gover: 
ment in defense of their policy, or proposed policy ? 
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Mr. BurLAND. No. That conversation stopped when the notes 
were exchanged. 

Mr. Barry. Since then with respect to this legislation ? 

Mr. Burtanp. We haven’t discussed that. 

Mr. Barry. Not privately or publicly? 

Mr. Burtann. No. * * * 


* * a * eS * * 


Mr. Barry. You are totally, so far as you are concerned, convinced 
it is in the best interests of the Turkish people and this countr y to have 
this information made public when it is completed ? 

Mr. Nevson. Very definitely. 

Mr. Barry. You are sure of that and all the mining industry in the 
group think the same ‘ 

Mr. eee That is our understanding. 

Mr. Netson. That is definite within the USOM and among Em- 
bassv mining experts. 

Mr. Barry. In Washington we have a Bureau of Mines, and we also 
have a number of different groups where technical information of this 
kind is often times obtainable. On the other hand, private mining 
documents, or mineralization material, geophysical surveys, are pre- 
ciously guarded by the companies that expend the money for that 

urpose. I just want to say in defense of an antic ipated action on 

half of the Turkish Government, we would be remiss not to rec og- 
nize the fact that there may be something het re of vast meaning to the 
country itself and not be too hasty in criticizing severely if they insist 
on this bill. I think there is some ‘thing on their side. 

Mr. Burtanp. We are glad to have that point of view. I believe 
that, from what is already known of mineral resources, and from the 
limited areas where these surveys are going to be made, very, very 
small areas of the total of Turkey, that there has been apparently no 
indication that there would be deposits of these very rare metals. 

Ihave also the feeling, if I may express an opinion, that if such a 
thing should be uncovered, I think then it might be a matter for sub- 
sequent discussion, to see what the best interests would be. 

Mr. Barry. Are you familiar with what happened in Greece on this 
same type of thing? 

Mr. Burtanp. No, sir. 

Mr. Barry. It took place 10 years ago. 

I think it would be helpful if your mining engineer and mining 
consultant could get in touch with the man who was in char ge of it in 
Greece. His name was George Heikes. He was sent over by our 
Government to help develop the mining industry in Greece. You can 
reach him through the Kennecott Copper Co. He was head of de- 
velopment at Kennecott at one point. 

His background in this particular field is vast and he has spent 
several years in Greece. I have heard m: iny things about the back and 
fill in this business of mineral discov ery in relation to private as well 
as control by the Greek Government. 

Mr. Nerson. I will want to assure you, sir, that we have a very 
strong awareness and interest in helping the private mining industry 
in Turkey wherever we can. It is very topmost on the mind of the 
mining experts as well as Mr. Burland as well as others. I know that 
very, very much firsthand. 
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Mr. Monacan. May we go into this $37,500,000 earmarked logy 
Mr. Burland? a 

Would you give usa brief statement on that, please? 

Mr. Burtanp. Well, to go back to the beginning, the stabilization 
plan of August 1958 set up an expanded aid program for Turkey 
Among the funds which were to be made available were $75 million 
to be equally divided between the Export-Import Bank and the DLF 
That means $37,500,000 for each. 

That was discussed then with the Turkish Government as to what 
were the views of the Turkish Government, as to priorities for the 
utilization of those funds. 

I have here on paper, which I made some notes on, the number of 
loans, the loans which have been made in that connection. 

Mr. Monacan. Some loans have been made ? 

Mr. Buruann. Yes. For the DLF, the MTA loan of $900,000 was 
one. 

Mr. Monacan. What is that again ? 

Mr. Burtanp. The MTA loan, the aerial mineral survey. 

Mr. Monaaan. That is really under this? . 

Mr. Burianp. Yes. The Zonguldak loan, the Zonguldak Coal 
Basin. 

Mr. Monacan. What is the purpose of that loan ? 

Mr. Burtanp. That is to bring the production of coal in the Zongul- 
dak mines up to 7 million tons on a sustaining basis, for new equip- 
ment. That is for $14,500,000. 

Now that loan was divided between the Export-Import Bank and 
the DLF. 

The Turks said that they could spend a million dollars of the total 
of $15,500,000 in the United States. They wished to be free to call 
for bids and have worldwide procurement on the remainder, so the 
Export-Import Bank therefore only took a million dollars of that 
loan because they require that the funds be spent in the United States, 

Then there is a power distribution loan of $7 million for municipal- 
ities. That is also under this $37,500,000. 

Mr. Meaper. How much was that one? 

Mr. Burianp. $7 million for power distribution. Then there were 
two private enterprise loans. One for $6.1 million to a borrower 
called Vinylex, in which Monsanto Chemical of the United States 
has an interest. 

They have an interest in the company and will supply know-how 
and techniques. 

Mr. Meaper. What is the purpose of that loan? 

Mr. Burtanp. Plastics, various kinds plastics, to produce various 
kinds of plastics in Turkey. 

Mr. Reppan. Do you know who guarantees that loan ? 

Mr. Burianp. There will be no Government guarantee. 

Mr. Reppan. Is there a private guarantee on that loan? 

Mr. Buruanp. The private guarantee is the credit of the company. 

Mr. Reppan. Is Monsanto—— 

Mr. Burtanp. Not guaranteeing the loan. 

Mr. Reppan. Is not guaranteeing it at all ? 

Mr. Buruanp. No. 

Mr. Meaver. How much of their own funds do they put into this 
project ? 
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Mr. Burianv. I cannot give you that figure right offhand, but I 
would say 30 to 40 percent. : : 

They will own that much interest in the company. They will sup- 
ly techniques. They will supply know-how and management. 

Mr. Reppan. But there is no guarantee beyond the assets of the 

ny ! 

oe. Buatann. I do not believe Monsanto is guaranteeing the loan; 
no. sir. There is another loan, private enterprise, $2.8 million for a 
company known as Koruma. They ‘supply about 75 percent of the 
insecticides and pesticides used in Turkey. Heretofore they have 
had to import the chlorine derivatives which are the basic raw ma- 
terial for these pesticide formulations. They now will produce them 
inside Turkey. 

Mr. Monacan. Is that the total ? 

Mr. Burtanp. That total brings you up to $31.3 million. 

Now, under active consideration, there are additional loans which 
will run over the top, as a matter of fact, but there are additional 
loans. One is for the Turkish Airlines to buy some new Fairchild 
French planes. That is for $4 million—$4 million to $4,700,000. It 
has not yet been determined what the exact amount will be. Then 
there is a loan to buy two sulfuric acid tankers of $1,500,000. That 
is to take sulfuric acid down from the Murgul Copper Mines, down 
to a phosphate fertilizer manufacturing plant, which is also a Gov- 
ernment concern for the purpose of making, blending it there with 
phosphate rock and making superphosphates. That is under con- 
sideration. 

Mr. Mrapver. Who was the applicant ? 

Mr. Burtanp. The applicant there was Etibank. That is one of 
several developmental banks that the Turkish Government has cre- 
ated in the past 10 or 15 years for the purpose of financing develop- 
ment of state enterprises. Etibank had power, coal and other mines. 
There is now a bill to divest power from them and put it into a power 
authority. Coal has already been taken away and put into a coal 
authority, so Etibank is now operating the copper and the chrome 
mines and one or two others they are developing. 

That is a particular thing that is quite peculiar to Turkey. The 
Etibank will go in sometimes as a partner of private capital in those 
things where private capital is available, but generally their copper 
mines have been developed. They have two principal mines. They 
have been developed on the basis of state enterprise straight through. 
Do you want the rest of these loans that are now under active con- 
sideration ¢ 

Mr. Monaean. Yes. 

Mr. Burtanp. There is a $1 million loan to the Ankara Cement Co., 
which is partially Government owned for $1 million, to make asbestos 
cement pipe. There is another loan of $1.7 million to the local sub- 
sidiary of Minneapolis-Moline, Turk. That is for foundry and ma- 
chine-tool purposes. This is to make agricultural equipment. 

Mr. Mzaper. Does Minneapolis-Moline have an operation going 
here? 

Mr. Burtann. Yes. They have had a subsidiary going here for 
some years. 

Mr. Meaper. What do they produce? 
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Mr. Burtanp. Agricultural machinery. They haven’t been too 
much of a financial success because of ‘the lack of raw materials 
They are in the business of making agricultural machinery. If they 

can buy a foundry and machine tools with this amount of money, they 
will be able to make up to 58 percent of a tractor, a farm tractor, with 
local materials. It would leave only a much smaller amount to 
imported. 

Mr. Meaper. Wouldn’t that machinery foundry come lar gely from 
the United States? 

Mr. Burianp. I think in this case it would undoubtedly do go, ] 
do not know what terms the DLF will make. 

Mr. Meaper. Why wouldn’t that be an Export-Import Bank loan} 

Mr. Burxanp. I cannot tell you. I will read you the list of the 
ones they selected from the total list submitted by the Turkish Gor. 
ernment as having high priority. They might consider that. the con- 
trol of the local Minneapolis-Moline i is in Turkish hands. Minneapo- 
lis-Moline has a minority interest in their own subsidiary, the sub. 
sidiary that bears their name. 

Mr. Mraper. Maybe they don’t intend to buy the equipment in the 
United States. If they did, they would be eligible for an Export- 
Import Bank loan and the rules are that if the E xport-Import Bank 
can finance the transaction, DLF should not. 

Mr. eae That loan has not yet been negotiated. It is stil] 
under study. I do not know what the final determinations would be, 
to answer your question. 

Then there is one more, a jute processing loan. They would i import 
the raw jute from Pakistan and make it into bags and into hessian 
cloth for packaging and largely for the export field. That is still 
under study. That is $4 million. 

Mr. Meaper. Who is the applicant ? 

Mr. Burianp. The applicant was Sumerbank. That is another 
Turkish Government-owned development bank that takes part in- 
terest in a good many enterprises which they would like to se 
developed. 

Mr. Meaper. How much does that list total ? 

Mr. Burwanp. The grand total, counting the Turkish Airlines, $ 
million, the grand total is $43.5 million. 

Mr. Meaper. Of those under consideration, the only one in the pri- 

vate sector is this Minneapolis-Moline, $1.7 million ? 

Mr. Burtanp. That is only partially 3 in the private sector. 

Mr. Meaper. That is only partially ? 

Mr. Burtanp. Yes. The Government banks own the control of the 
Minneapolis-Moline subsidiary. 

Mr. Barry. Of this $43.5 million, there is still only about $6 mil- 
lion or so left of that $37.5 million that was originally appropriated! 

Mr. Buruanp. That is right. That was not understood to be, either 
by us or the Turkish Gover rnment, to be a definite limitation. 

It was more of a target and more something that was promised as 
part of a program. It did not preclude the DLF from considering 
other loan applications in excess of that total. 

Mr. Meaver. Just to clear this up, is Koruma also a Government 
owned operation ? 

Mr. Burtanp. No. That is entirely private. 

Mr. Mraprr. And the power distribution is Government owned ! 
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Mr. BuRLAND. That is Government. i sedi ai . 

Mr. Meaper. Out of this $43.5 you have $8.9 million in the private 
sector and the rest of it is all in the public sector? , 

Mr. Burtanp. Yes; mostly in the public sector. There is a pri- 
yate interest 1n Minneapolis- Moline. 

Mr. Barry. Do you know from your own knowledge whether those 
applicants in each instance were aware of the Export-Import Bank 
Joan requirements and that under DLF they are not eligible if they 
could qualify under an Export-Import Bank loan % ’ 

Mr. Burtanp. No. I do not know whether the applicants them- 
glves knew. There was one big list put together and the first mission 
out here was joint DLF-Export-Import Bank and Export-Import 
Bank picked out the ones they felt were within their policy and then 
the remainder was for DLF to consider. ; 

Mr. Meaper. Do you have the Export-Import list there, too? 

Mr. Burtanp. Yes, sir. We know this only from public announce- 
ments that have been made by the Export-Import Bank in Wash- 

o . 
eo ax, Could we just have that list made available? 

Mr. Meaper. We have it already. 

Mr. Burtanp. Yes. You have it already. 

Mr. Monacan. We want to push along as well as we can. 

Mr. Burland, there is one point that I would like to get into here. 
The DLF budget presentation in the book containing the estimates 
for fiscal 1960 said that the “DLF makes no advance allocation, but 
is intended to act only on specific development proposals.” 

Now, it is hard to reconcile that with this sort of financing here, 
where you apparently have a blanket appropriation in a sense and 
then a series of allocations from that blanket appropriation. 

Mr. Burtanp. Yes. I believe you are referring, Mr. Monagan, to 
the Industrial Development Bank loan —— 

Mr. Monacan. Yes. 

Mr. Burtanp. Of $10 million? 

Mr. Monacan. No. I am referring to this earmark of the specific 
sum of money which does not. constitute, as I get the testimony here, 
individual applications which are gone into one by one, but is the 
earmarking of a sum by DLF without the passing on the individual 
submissions as they come along. 

Mr. Netson. I would say, sir, this is an exception to the general 
policy of the DLF as you read it. 

[think there was justification for this exception in the sense that as 
apart of the stabilization program, the announcement of the stabiliza- 
tion program, it was useful to indicate that the United States, as well 
as the IMF, and the European countries were back of the Turkish 
development effort and this indication of a line of credit did help in 
this connection. At the same time, the DLF is going ahead, as Mr. 
Burland has explained, with a detailed project-by-project review and 
the DLF is not going ahead simply handing out money because of a 
line of credit being announced. 

Mr. Burnanp. Or, in other words, the DLF, as we understand it, 
has aright to turn down everything on this list. 

I mean that is just a list of $37,500,000 and it is the idea if they can 
d projects suitable that they wish to finance within that total. It 
isn't as though the Turkish Government can announce that they would 
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like to have so much money for this and it is up to the DLF to « 

whether they will lend it for that purpose. ad 
Mr. Reppan. Mr. Nelson, you say that this is an exception; q 

you find the exception becoming more of a rule in this type operation! 


Where do you find in the legislation justification for this deviation of | 


what you would consider a norm ? 

Mr. Netson. I am no expert on this. I understand this hag } 
discussed at length in Washington. I am sure I could not add a 
thing to that. "ei 

Mr. REDDAN. Does the mission here and in Ankara find any prob. 
lems in connection with an allocation of this sort which would ¢ 
them to feel it is not a desirable way to operate? 

Mr. Neson. In general, we would feel the standard DLF pro- 
cedure is the better one. At the same time, we feel in this situation 
where the stabilization program was being developed, that there was 
a justification for the exceptional treatment in that case. Looking 
ahead to the future, I would feel that we should very definitely now 
get back to what has been, at least in my understanding, the usual 
practice, where there is no amount announced, but rather as projects 
come along, as they are reviewed, as they are found acceptable tech- 
nically and funds are available, that they then go on a project-by. 
project basis. ; 

Mr. Reppan. Where do you find that ? 

Do you find that announcement in any communication from Wash- 
ington? What is the basis for your statement that they are going 
to divorce themselves from an operation of this sort in the future? 

Mr. Netson. At this moment I am unable to cite anything from 
Washington. I was rather indicating, in answer to your question, 
this was my view. 

Mr. Reppan. That is your personal view ? 

Mr. Netson. Yes. 

Mr. Reppan. I misunderstood you. 

Mr. Netson. We have had nothing from Washington to indicate 
at any time in the future they are thinking of another line of credit. 
We have nothing to indicate this would happen in Turkey. 

Mr. Reppan. At the time this line of credit was made available, did 
USOM have $37 million worth of projects in mind to absorb this 
money ¢ 

Mr. Netson. I was not here at that point. Perhaps Mr. Burland 
could tell you. 

Mr. Burtanp. There was quite a large list of projects which had 
been. I think the individual applications which had then been made 
to the DLF was somewhere around $100 million—$125 million. 

Mr. Reppan. From Turkey ? 

Mr. Burtanp. From Turkey. Those were more or less serious; that 
is to say, an applicant had seriously asked to be able to negotiate such 
a loan. Many of them had not been screened. Many of them wer 
very small, which led to the reference by the DLF of those smaller 
loans to this Industrial Development Bank. They would take car 
of the smaller loans, under a million dollars, so there were applica- 
tions then pending before DLF of which we had copies. 

Offhand, the figure was around $125 million. 

Mr. Reppan. What part of those had been screened? Do you 
know ? 
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Mr. Burtanp. Very, very few of them. We had made our pre- 
‘nary studies and had commented on some of them, some nega- 
i some positively. 1 do not think you can say that any of them 
cod the big ones we just mentioned here now had been thoroughly 
screened. ; a dilad / 

Mr, Nerson. In terms of need, I think it is generally recognized in 
the mission, there are very great needs for capital development in 
Turkey, in terms of ability to use over a period of time, $37,500,000; 
there is no question about that. ih Beate irik 

Mr. Reppan. As of that time you were unable to list $347 million 
yorth of projects which would be financed, is that right? 

Mr. Burtanp. That is right. We could list $37,500,000 which we 
thought would be desirable if on further investigation and careful 
investigation they became suitable loan projects. sits 

Mr. Netson. Actually, we could list many more than $37,500,000 
as potential projects, but until the full screening had been completed 
it would be difficult to say which ones would be the ones that would 
come in within the $37,500,000. 

Mr. Reppan. A month and a half after this commitment, Ankara 
sent an airgram to ICA in which it states: 

Since no comprehensive list of planned investment projects covering next 5 
years exists at the present time for Turkey, we unable list specific projects likely 
to obtain financing from sources other than DLF. 

That has reference to DLF projects and that is the reason I was 
asking to what extent you had reason to believe that you could come 
up with $37,500,000 worth of projects to fit into this allocation. 

Mr. Netson. If I heard that right, sir, it sounded like the field 
couldn’t list projects that would be financed by other sources; that 
there were a large number. 

Mr. Reppan. I didn’t read the first part. 

It starts off, “DLF Projects.” This is with reference to the DLF 
projects and has reference to the $37.5 commitment. It says: 

However, we consider following, by names where we know, otherwise by cate- 
gory, suitable for DLF financing over period of 5 years and would be supported 
by USOM within total above investment program and in addition to those proj- 
ects already presented to DLF in form of detailed applications in millions of 
dollars. 

Then it lists 10 projects. This issigned by Moore. Who is Moore? 

Mr. Netson. He is Deputy Director of USOM, and also Economic 
Counselor of the Embassy. 

Mr. Reppan. In any event, at the time the commitment was made, 
USOM did not have a screened list of projects that you would con- 
sider suitable for these loan applications ? 

Mr. Netson. Because the technical engineering studies had not been 


_ completed. Yes. 


Mr. Monacan. And the determination of the amount allocated was 
made in Washington ? 


Mr. Burtann. Of the $37.5 million; yes. 
Mr. Monacan. Thank you very much. 
Mr. McDonatp. I thought I would take the initiative and tell you 


| whol am and what I am doing out here. 


Mr. Monacan. If you will do that. Please give us your educa- 
tional background. 
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STATEMENT OF JOHN W. McDONALD, U.S. ECONOMIC COORDINATOR ’ 
FOR CENTO AFFAIRS, U.S. OPERATIONS MISSION, ANKARA proje 


TURKEY cerns 
a res 


Mr. McDonatp. I am a lawyer admitted to practice in the State} [ram 
Illinois, now a member of the Foreign Service, Department of Stat, | £00 
I have served 8 years in Europe, 41% years in Washington, as Exegy, | “#0 


tive Secretary in ICA to Mr. John Hollister for 2% years, and the Mt 
Mr. James Smith for the last year. Mr 
I arrived in Ankara, Turkey, just 6 months ago in this new job wig | %™ 
this particular title. of ab 
Mr. Monacan. What is the title? econ 


Mr. McDonaxp. I am called the U.S. Economic Coordinator fy | 
CENTO Affairs, formerly known as the Baghdad Pact. Our nang (-9. 


was changed a few weeks ago. | bene: 
Mr. Monacan. What is CENTO? Ank: 
Mr. McDonatrp. It means Central Treaty Organization. Qn th U.S. 
left flank you have NATO, CENTO in the middle, and you hay | 1 
SEATO on the right. econ 
About the job itself, perhaps a little background might be helpful ther 
After the coup in Baghdad and the recognition that Lraq would yw. | °°” 
doubtedly withdraw from the Baghdad Pact, Mr. Dillon wrote j } °™ 
ICA and suggested that it would be appropriate to have one person I 
with a small office set up full time in the headquarters in Ankara tp | h 
look after U.S. economic interests in the Baghdad Pact area, specif. | 8" 
ically Turkey, Iran, and Pakistan. Up to that time the ICA Mission | the} 


Director in Baghdad had been doubling in brass. He had two hats the 1 


one for the mission and the other for the ICA Baghdad Pact programs ng 
and the economic counselor of Embassy in Baghdad had certain mw. 
sponsibilities to the State Department. The thing was somewhat sie 
confusing and there were overlaps or omissions in the operation. § } ad 
it was agreed that there would be a job set up and I was sent ont, | °° 
arriving in Ankara on the 5th of March. =" 
Mine is a rather unique setup. I report in the field to the US, n° 
Ambassador in Ankara, who is the U.S. observer to the Baghdad i 
Pact, or to CENTO, as it is now called. You know we do not belong iV 
to CENTO, but we are a member of the various committees below M 
the ministerial level on the economic side, particularly. M 
I work directly with the three ICA mission directors and their staffs Mi 
in the three countries and with the Embassies as well to try to w Me 
ordinate, as the title indicates, the U.S. position economically with | 4, 
respect to regional programs. for { 
Reporting channels to Washington: I have two, one to ICA and | 45 


another through the Embassy to the Department of State. Tamalo | yy, 
tagged with the liaison function with the DLF insofar as any joint } .4 
projects concerning these three countries under CENTO are com | Kp». 
cerned. 

Mr. Monacan. Is it because of the fact that this might be a jomt 
project with Iran that it is your responsibility rather than that of W 
Mr. Burland? 

Mr. McDonatp. Yes. As a matter of fact, they have a procedure | Mh 
whereby the Economic Committee, and its various suborganizations, } yy, 
consider whether or not particular projects might be called jomt | yy 
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rojects. A joint project is that by definition in CENTO which con- 
‘rns or affects the benefits to the two or three region countries and as 
o sult of the determination several years ago that this Turkey- 
aan Railway link was a joint project, this being approved by the 
Staainic Committee and the Ministerial Council, the loan appli- 
cations were submitted to the DLF. 

Mr. MonaGan. The Economic ¢ ommittee of whom 4 ] 

Mr. McDona.b. Of CENTC; the structure of the international 
organization starts out, they have an international secretariat made up 
of about 50 officers. They are concerned with the military, political, 
economic, and countersubversion. They have a Ministerial Council 
meeting every 6 months. rhe next one will be in W ashington October 
7-9. It is the first time it has been in W ashington. — They have 
beneath the ministerial level a Council of Deputies which meets in 
Ankara every 2 weeks and is made up of the five resident Ambassadors, 
U.S.and U.K. being the other countries. 30 ; 

Then they have a series of committees, a military committee, an 
economic committee, a countersubversion committee, all on which 
there are representatives in each of the five Governments, and the 
economic side, in which I am particularly concerned, has various sub- 
committees, telecommunications, railroad, roads, trade, et cetera. 

I work with the International Secretariat on a daily basis. I make, 
or have made, in the last 6 months, half a dozen trips through the 
region, Tehran, Karachi, to work out and develop and move along 
the programs with which we are concerned, and therefore deal with 
the various ministries in the host countries, which are also interested 
in these joint projects. 

With respect to the U.S. economic contribution, we have made 
promises over the last 3 years to contribute approximately $23 million 
to the economic side of the CENTO program. This is above and 
beyond bilateral programs with which the ICA Missions are con- 
cerned. There are four projects, capital projects. The principal 
one is the telecommunications link. 

Mr. Monacan. Are these through DLF? 

Mr. McDonaLp. No. 

Mr. Monacan. I think we had better confine ourselves to that. 

Mr. Mnaper. I was interested. 

Mr. Reuss. If he can just list them. 

Mr. Barry. What is the source of the funds for this $23 million? 

Mr. McDonatp. These are all grant funds. 

Ambassador Richards came out several years ago and set aside funds 
for these projects with moneys he had available. 

Mr. Barry. Who did? 

Mr. McDonatp, Ambassador Richards. The four projects, $8.37 


| million for a telecommunications link between Ankara, Tehran and 


Karachi. This will be a 120-voice channel link that will tie in with 
existing networks within the 3 countries and will be a commercial 
vlf-paying project after it is constructed. 

We have started work on it and we hope to have it completed by 
the end of 1961. , 

Mr. Reuss. Is this radio? 

Mr. McDonatp. Yes, line of sight towers every 20 miles. 

Mr. Barry. Is this a private enterprise loan ? 
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Mr. McDonatp. No. It is not a loan. It IS a grant to Gover. 
ment. The services will be sold or rented to private grou 
et cetera, whoever wants to use the facilities and so it will be an iy 
come-producing project. 

Mr. Reuss. Where does the $18 million come from ? 

Mr. McDona.p. This is grant money from ICA from the securit 
program. 

Mr. Reuss. With defense support? 

Mr. McDonap. No, it will be special assistance. 

Mr. Reuss. All special assistance ? 

Mr. McDonaup. Yes. Ambassador Richards made $2.1 million 
available for the railroad, which would be used for surveys and 
engineering. 

Mr. Monaaan. Is that this railroad that we are concerned with? 


y 


Mr. McDonatp. Yes, sir. This is the main survey here that has 


already been produced. Approximately $200,000 was spent on the 
surveys. 

Mr. Reuss. What is the source of the $2.1; special assistance? 

Mr. McDona.p. Yes, all special assistance. 

Mr. Reuss. All of these are? 

Mr. McDonatp. Yes. 

Mr. Barry. What about the $1.9 million for this other survey? 

Mr. McDonaup. That is in the project agreement as it currently 
stands. It indicates this money will be used for supervision of the 
projects at some future date. There is some recent change on that | 
can tell you about later, if you would like. 

Then we had a highway link between Turkey and Iran, approxi- 
mately $1.9 million. This money also is special assistance and the 
work is actually being done now. 

The last one is an $850,000——— 

Mr. Reuss. Before you leave the highway link, this $1.35 million 
is for building the highway, not for surveying it ? 

Mr. McDonatp. That is right. Then the last is a short link be. 
tween Turkey and Iraq, $850,000 given to Turkey for construction of 
that link. The Turks are going ahead with their share because they 
will tie in with an existing road in Turkey. 


ps, airlines, 


Mr. Reuss. Isn’t that a rather academic road, with the subsequent | 


political development ? 

Mr. McDonatp. Yes. That is why I say there is an economic justi- 
fication, even though Iraq is not going to link at the present time, 
They will be up to the border, then follow another road along the 
border. The main cost of this was for an international bridge acros 
the river linking the two countries. 

Then we have several small technical assistance projects in variots 
fields by which we are trying to knit the three countries together in 
the economic field. 

That gives you a brief rundown on the general program. ae 

Mr. Monacan. Now with reference to the particular application 
here, why couldn’t that be financed in the same way that these other 
projects are financed? Why was it put into the DLF? 

Mr. McDonaup. Why was the loan in the first application? 

Mr. Monacan. Why was the application made to the DLF? There 
seems to be a question in some people’s minds as to the appropriate 
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ness of DLF for a project which is to a large degree political rather 
than economically sound. 

Mr. McDonaxp. I would argue the latter point with you, sir. 

Mr. Monacan. That is what we are here for. 

Mr. McDonavp. There are two differing opinions as to the economic 
feasibility or the economic soundness of this particular railroad link. 
Let me say that when I arrived here and took a look, had a chance to 
study this particular report, I was impressed with the thoroughness 
of the report but I was also impressed with the cost estimates, which 
| felt were quite high. , 

Mr. Mraver. Which report is this? 

Mr. McDonatp. The De Leuw, Cather & Co. report. So after 
studying the matter and discussing the report with the various offi- 
cials in Iran and in Turkey, and learning that the Iranians were also 
of the same opinion, as were the Turks, | tried to figure out ways and 
means of reducing the application. , he 

Now as a result of statements made in the ministerial meeting a 
year before, the two governments were of the opinion that they should 
submit loan applications, and so did. ‘Turkey put in a loan applica- 
tion for $48 million and Iran for $38 million, making a total of $86 
million. Iran, on its own, then reduced its loan application after fur- 
ther study to a $19 million application and then I was able to help the 
Turks, through consultations with consultants, engineers, and through 
the consultation with the Iranian experts, to have them, the Turks, 
reduce their loan application to $33 million, or a $15 million reduc- 
tion, so this, together with the $1.9 million which was left over from 
the Richards’ money, meant that the loan applications were reduced 
from $86 million to $50 million, so that this was an important factor 
in determining economic feasibility as far as I was concerned. 

You had a relatively smaller loan in connection with the overall 
project. ‘ 

Mr. Meaper. Mr. McDonald, did the contributions of the Turkish 
and Iranian Governments vary from the two figures, the higher 
figure? 

Mr. McDonavp. Yes. 

Mr. Meaper. Were you able to make reductions by getting the 
Turkish Government to put more of its own money in ? 

Mr. McDonarp. That was part of it, but the important part is the 
engineering factor had cost too highly. They had made a very fancy 
railroad out of it. They had followed very strictly U.S. standards. 
They had given no ceiling or no particular instructions as to what 
they should cover in their survey, so, for example, they had railroad 
stations every 6 miles in rather rugged country. They had a number 
of double tracks or sidings which can be reduced or eliminated. They 
covered equipment needs in one section where equipment had already 
been, or a contract had already been let by the Turkish Government. 
In other words, there were certain factors where, by certain ways, we 
could reduce the actual cost without reducing the effectiveness of the 
link itself. 

These were detailed negotiations that were carried on over a period 
of several months with the Turks and the Iranians together and with 
our experts sitting in so that it was not just simply a matter of pushing 
down the dollar and having the local currency costs go up. 
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, was ¢ rerall r i y reas J 
It was an overall reduction by reason of making the figures more | 


factual as pertained to the current situation. This report was do M 
a year and a half ago and things have changed since then. tre M 
Mr. Monacan. What is the date of that report ? | tol 
Mr. McDonatxp. June 1958. M 


_ Mr. Mreaper. Now I am getting the idea that the relative contriby. | be tl 
tions of the Turkish and Iranian Governments in the construction of) mM 
this link were likewise reduced. one ( 

Mr. McDonatp. That is correct. In general, that is correct. We furt 
were able, however, for example, in a few specific instances, to oo | cord 
them to increase their contribution. For example, in Turkey this | time 
report indicated that the DLF loan, if it was approved, should cover 


; : over | 
railroad ties which would be purchased in the States and shipped | fanc 
over on U.S. bottoms. We were able to convince the Turkish Goy. | Tu 
ernment that they should buy the railroad ties in Turkey and have | M 
them manufactured from their own timber, so we had a foreign ex. | ito 
change saving of $3 million on that one item. We did thesamething | 
inIran. It was a combination of factors. © | then 
By that I mean there were some reductions because of an elimi- M 
nation of actual material needs and there were some increases on the | 
part of the host country’s contribution. M 


Mr. Meaper. Would it have been feasible, since the Governments of Act 
Turkey and Iran had made plans based upon this more costly rail. 
road, for them to continue to put in their financial contribution that dale 


they would have on the larger program so that our contribution M 
would be even smaller than the $50 million ? \ 
Mr. McDonatp. The $50 million is strictly foreign exchange. This buil 
means that the railroad cannot be built without the material that X 
these funds would purchase. with 
Mr. Meaper. Can you give us the figures, based upon the report—I | and 
cannot remember the name now. toh 
Mr. McDonap. De Leuw, Cather. My 
Mr. Meaper. What Turkey was going to put in on that plan and i 
what Iran was going to put in on that plan? : 
Mr. Monacan. Forty-eight and thirty-eight. BE. 
Mr. McDonatp. Yes. That was the total. That was the DLF loan o 
application. Maina | = 
Mr. Meaper. That was our contribution, but I want to know the " 
Turkish and Iranian contribution on the more expensive plan. \ 
Mr. McDonatp. The Turks were going to put up $41 million in ) 
lira. This is at the 2.85 rate rather than the 9 to 1 rate. The Iranians ‘d 
were going to put up $18 million in rials. 4 
Mr. Monacan. At what rate, the same rate? \ 
Mr. McDonatp. Yes. | y 
Mr. Reuss. That rate is about 300 percent off in reality; is it not! \ 
Mr. McDonatp. It preceded the devaluation of the Turkish lira = 
Mr. Reuss. The Iranian figure was given in Turkish lira, too. : ’ 
Mr. McDonatp. No. I think this is in rials. Ml 
Mr. Meaper. At the realistic rate what would that have been i \ 
dollars, Mr. McDonald ? oo 
Mr. McDonatp. I am not quite sure that I can answer your que give 


tion. The current rate in Iran is still the same rate as stated here, left 
75 rials to the dollar. kilo 
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“aGAN. The Turkish one? 

on Seer sams The Turkish rate is now 9 to 1 as opposed to 2.85 
to 1 at the time this report was made. pie 

Mr. Mraper. You divide it by three and come up with what would 
be their real contribution, is that. correct ? 7 ey 

Mr. McDonatp. Yes. The switch in lira value has, I believe, been 

eof the factors in connection with this that would have to be studied 
aber because their freight rates, et cetera, would be adjusted ac- 
wordinglY, so I would say it is a fair approximation at the present 
+ Meaper. Now, after your restudy and the reduction of the 
fanciness of the railroad, what are the contemplated contributions of 
Turkey and Iran now! : iis ti 

Mr. McDona.p. They did not in their revised loan application go 
intothat study. This was just made quite recently and it is my under- 
standing that if there was favorable action on the matter, they would 
then discuss the whole thing further with the DLF. 

Mr. Reuss. How can you have favorable action without knowing 
how much they are going to put in? 

Mr. McDonatp. We haven’t it. We received unfavorable action. 
Actually, the matter did not come formally before the DLF. * * * 

Mr. Barry. Did that have a bearing on the later report by Cover- 
dale? 

Mr. McDonap. It did. 

Mr. Barry. That report indicated it would not be economical to 
build the railroad in the first place ? 

Mr. McDonatp. You have here two different engineering firms 
with two different reports. De Leuw, Cather came out to the field 
and indicated in the report it was economically feasible and justifiable 
to build the railroad. You then had a short desk study in New York 
by the Coverdale & Colpitts people. 

“Mr. Monacan. In May of 1959 it was submitted, 

Mr. McDonatp. They reexamined the raw material that the first 
engineering firm had gathered. They did not come out to the field, 
did not talk to the Turks or Iranians and came up with a recommenda- 
tion that the railroad was not economically feasible but that a high- 
way should be built or that a survey for a highway should be made. 

Mr. Monacan. At whose instance was the second survey made? 

Mr. McDonatp. DLF request. 

Mr. Barry. Does this Coverdale & Colpitts survey take into con- 
sideration the revised figures? 

Mr. McDonatp. They did not. 

Mr. Barry. They were based on the earlier figures? 

Mr. McDonatp. That is correct. 

Mr. Barry. So in a sense in order to arrive at a proper evaluation 
presently, it would be necessary that they take a look at the revised 
application of DLF. 

Mr. McDonatp. That is my opinion. 

Mr. Barry. Has any action been taken to initiate such a report ? 
Mr. McDonaxp. * * * It was agreed that consideration would be 
given to working on both ends of the railroad and the $1.9 million 


left over from Richards’ money will now be used to construct a 60- 
kilometer section of the route in Iran * * *. 











190 DEVELOPMENT LOAN FUND 


This is Tabriz in Iran and this is Mus in eastern Turkey. The pajj 
road is the red line here. The Iranians have already converted this 
section, which was again a cost factor in the De Leuw, Cather report 
which reduced the matter, to this place called Sharifkhaneh, and t] 
is the terminus in eastern Turkey. ' 

Mr. Mraprer. When you say “this,” the record won’t indicate jt 

Mr. McDona.p. Mus is the eastern terminal in eastern Turkey 
which connects the Turkish railroads through Istanbul. The yj 
road proceeds eastward through Tatvan, by railroad ferry acrogg 9 
kilometers of lake to ‘a town called Van, proceeds to the Turkish bop. 
der through the mountains, north of Lake Rezaieh to Tabriz, in weg. 
ern Iran. The $1.9 million would be used to build, with the cop. 
tribution by the Iranian Government, a 60-kilometer section alono 
the lake in western Iran. r 

Mr. Barry. This money is available to Turkey, is it not $1.9 million! 

Mr. McDonatp. No, sir. That was made available to Iran, no 
Turkey. Then Coverdale & Colpitts, and DeLeuw, Cather will song 
a team to eastern Turkey to reexamine the Mus to Tatvan link, whic) 
is a hundred kilometers, to see if there is economic justification for g 
DLF loan for this section at this time. 

Mr. Monagan. And also the other link? 

Mr. McDonatp. No, sir. 

Mr. Monaaan. That will be under the $1.9? 

Mr. McDonatp. Yes. Any difference in the cost will be made up by 
the Iranian Government. They agreed to that. , 

Mr. Revpan. Where will the Turkish link stop ? 

Mr. McDonavp. At the edge of Lake Van. 

Mr. Barry. This is a new application ? 

Mr. McDonatp. Yes. The team has not come out yet. 

Mr. Barry. So the application is not yet filed ? 

Mr. McDonatp. No, sir. 

Mr. Barry. You will have the $1.9, plus what you hope and expect 
here ? 

Mr. McDonavp. That is right. 

Mr. Barry. What is to happen to this piece of road here? 

Mr. McDonap. That has not been decided at the present time. 

Mr. Reppan. Could you, for the record, identify these roads? 

Mr. McDonatp. I believe the question was what will happen to the 
link between Van and eastern Turkey and Lake Rezaieh, where the 
other railroad will stop. This has not been decided. There is still 
on the books of CENTO a joint project agreed to by the various 
governments. There is still a very strong and very powerful urge on 
the part of Iran and Turkey to join these two countries by means of this 
particular railroad. 

The construction will probably take 2 or 3 years, if the loan goes 
through in Turkey for this short section and presumably by that time 
there will be more data available and more specific information as to 
the question of economic feasibility. 

Mr. Reppan. The short section to which you just referred which 
stops at a lake; what economic region will that tap? What purpose 
will that serve ? 
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stern Turkey to Tabriz in western Iran and saw, for example, from 
te Texvan line, which is on the lake in eastern ‘Turkey, a very 
seksi ful and fertile agricultural production in this valley, which the 
railroad will follow through, between Mus and Tatvan. 

It is a valley about 10 miles wide and 60 to 70 miles long and every 
square foot is under tillage and they were harvest Ing while I was there. 
They have certainly an exportable wheat crop. They have a number 
of cattle and sheep which can be used for hides and skins, which is 
another export for Turkey. In this Lake Van area there are about 
90),000 people living. ‘There are a number of villages in the area 
which are productive agriculturally and it would form, in my opinion, 
a sound basis for use of this particular railroad line. The Purkish 
Government, by the way, is completely sold on this Mus to Patvan 
line because a year ago they made a 41-million-lira contract for the 
contruction of the railroad themselves. This will probably take 5 
or 6 years at the rate they are going now. ‘They have made very little 
progress, but they have already themselves examined the economic 
feasibility of it and are convinced that it is a feasible route. 

Mr. Barry. Is there a good road through there / 

Mr. McDonatp. Yes, sir. There is a road through there. It isa 
matter of definition. 

Mr. Reuss. The Turkish Government is going ahead on this leg? 

Mr. McDonatp. They have developed only about 5 kilometers of 
roadbed. What they hope to do if the loan is approved is to request 
the steel, et cetera, that they will need to purchase with foreign ex- 
change for the railroad. sf" 

In other words, they do not have the capability now to complete the 
railroad, even though they want to, because of the foreign exchange 
costs involved. 

Mr. Monacan. We will suspend at this time until 2 o’clock. 

(Whereupon, at 1:05 p.m., the subcommittee adjourned to reconvene 
at 2 p.m. the same day.) 

AFTERNOON SESSION 


Mr. Monacan. We will come to order, gentlemen. 

Mr. McDonald, some of the members of the subcommittee have some 
questions. 

Mr. Reuss ? 

Mr. Reuss. I would like to ask a few more questions about the 
Turkey-Iran Railroad. 
Do I understand that the DLF has formally rejected the applica- 
tion ? 

Mr. McDonatp. No, sir. It has never formally considered the ap- 
plication at the Loan Committee level. 

Mr. Monacan. The answer to that was “No,” was it 2 

Mr. McDonatp. The answer was “No.” The DLF has not formally 
considered the applications pending before it which were presented 
by Iran and Turkey. 

Mr. Reuss. It is still pending, then ? 

Mr. McDonaxp. That is correct ; officially still pending. The de- 
cision was that the DLF would be asked to send a team to Turkey in 
connection with the railroad from Mus to Tatvan. 

Mr. Reuss. That is 70 kilometers? 
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Mr. McDonatp. A hundred kilometers. 

Mr. Reuss. And the total distance of the Turkey-Iranian p 
completed would be what ? 

Mr. McDonatp. The entire distance from Mus in eastern Turkey 
to Tabriz in western Iran, including the 90 kilometers of | 
miles—333 miles. 

Mr. Meaper. 333 miles, and the other stretch is what—65 miles! 

Mr. McDonatp. That is included. In other words, the totg] ds | 
tance between Mus and Tabriz is 333 miles, which would m | 
railroad, it would be 276 miles of railroad. 

Mr. Meaper. And just translated from kilometers to miles it woul 
be about 65 miles? 

Mr. McDonatp. Yes, sir. 

Mr. Reuss. It is 91 kilometers? 

Mr. McDona tp. 91 kilometers. 

Mr. Reuss. The Coverdale & Colpitts report is quite definite gs j) | 
the uneconomic character of building the entire project ? 

Mr. McDonatp. Yes. It is just as definite as the other report ism 
the positive side. 

In other words, you have two different engineering firms coming wp 
with conflicting opinions. 3 

Mr. Reuss. Let’s pause on this for a while. I haven’t studied they 
carefully, but as I read the Coverdale & Colpitts report, they say tha 
they worked with the earlier De Leuw, Cather team on this and ther 
is certainly the implication that De Leuw, Cather does not dissent very 
markedly from the Coverdale study. , 

Mr. McDonatp. They do, sir. 

Mr. Reuss. In what piece of paper do they indicate that dissent! 

Mr. McDona.p. I do not have the piece of paper. As I under. 
stand, one of the main criteria was that the question of the— 

Mr. Reuss. The rate? 

Mr. McDonatrp. The rate of—the dollar rate that was used by 
Coverdale & Colpitts on the one hand- ; 

Mr. Monaaan. Let’s suspend here just a moment. 

(Off the record.) 

Mr. Reuss. Mr. McDonald, you were explaining the differences be. 
tween the De Leuw, Cather and the Coverdale & Colpitts reports. 

Mr. McDonatp. Yes, sir. 

First of all, on the Coverdale & Colpitts report, they made a reviey, 
as I believe I mentioned earlier, at their desks, without talking with 
the Iranians or the Turks, or visiting the two countries. They co- 
tended that the exchange rate problem was so changed, that is, the de 
valuation from 2.85 lira to the dollar to 9 to the dollar, that the projec 
was not economical. 

The De Leuw, Cather people responded in a memorandum, whieh 
I have not seen, but which I understand was made a part of the DIF 
file, arguing that this was not the case and setting specific figures. | 
believe there was also the additional point that the passenger and 
freight rates were changed in Turkey as a result of the devaluation, 
and therefore the matter was not at an imbalance, as was implied by 
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to either of these firms since the second report was filed, that ther} 


were disagreements. 


} 


33 


vis 
tal 
th 


™m 
pe 
eC 


sti 
an 


N Tailrogd | 


| 


rm Turkey | 
ake, is 33) 


65 mileg! 
+ total dis. | 
mean, gf | 


8S it would 


finite aS to | 
eport is on 
Coming w | 


idied then 
»y say that 
s and there 
issent very 


dissent? 
s I under. 


is used by 


erences be. 
eports, 


le a review, 
Iking with 
They con- 
t is, the de- 
the project 


lum, whieh 
f the DLF 
figures. | 
senger and 
evaluation, 


implied by 


ving talked | 


that there 


DEVELOPMENT LOAN FUND 193 


Mr. Reuss. And what is the mission of the new DLF team which 
oing to look at this ¢ 

fr. McDonatp. The new team will have representatives, I believe, 
from both firms on it, and they will come and take a new look, or 
another look in the field at the Mus to Tatvan section in eastern Pur- 
key, and based on their report, I would presume that the Turkish Gov- 
ernment will then file a new application for just that section of the 
ga That is the 90 kilometers to the lake ? 

Mr. McDonavp. A hundred kilometers to the lake. 

Mr. Reuss. Yes; but that I gather is a vastly different thing from 
the total railroad. It is only about one-sixth of the length and its 
economic justification is a great deal clearer because it traverses an 
agricultural area. 

Mr. McDonatp. I agree. : As 

Mr. Reuss. So the matter of the relative validity of the De Leuw, 
Cather as opposed to the Coverdale & Colpitts report is being left in 
limbo ? 

Mr. McDonatp. No, sir. Both the Turkish and Iranian Govern- 
ments have now studied both reports and they are preparing a memo- 
randum to the DLF to give their comments on the Coverdale & Colpitts 
report, the second report. 5 ae 

hey felt, and it was stated to me, that they felt it was unfair in 
various respects and they wish to make the record clear insofar as 
their interests are concerned as to what their opinions are in the second 
survey. They plan to do that within the next month or 6 weeks, I 
believe. 

Mr. Reuss. Within governmental circles in Turkey and Iran, is 
there agreement as to the economic justification for the proposed 
330-mile railroad ? 

Mr. McDona.p. I believe it is probably difficult to sort out the 
reactions of the two governments with respect to the economic, vis-a- 
vis the political. All the people that I have talked to, and I have 
talked to dozens of them in both countries about the railroad, want 
the railroad very badly. 

Mr. Reuss. For political reasons? 

Mr. McDonap. Well, it is fuzzy. They quote both at the same 
time, in other words. It is not a separate line of reasoning in their 
minds, where the economic stands alone. In other words, they merge 
political and even sometimes military considerations together with the 
economic in their desire for the construction of the railroad. I could 
give you, for example, one consideration which is economic and then 
is linked with political to show you what I mean. 

Mr. Reuss. Before you do that, let me be sure I have your answer 
straight. Are you saying that there is unanimity within the Turkish 
and the Iranian Governments that this project should be built, 
whether for political or economic reasons ? 

Mr. McDonatp. That is correct. 

Mr. Reuss. No dissent ? 

Mr. McDonatp. No dissent. 


Mr. Monacan. General, if you feel you would like to answer any 
of these and it would help by doing so, please feel free to do it. 
General Rizr. I think John is doing very well. 


is 
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(A portion of the exchange between Congressman Reuss and Mr 


McDonald deleted for reasons of security.) M 
Mr. Reuss. Have either the Iranian or Turkish Governments me. | Your 
sented us with a detailed economic justification for those railroads ; *) Fun 
Mr. McDonatp. They have based their position on the informatio, | 20% 
which they gave to De Leuw, Cather in this two-volume report, They M 
worked very closely with De Leuw, Cather during the preparation g | J## 
the report, made all of their statistics available to them and they feal | M. 
that it is a sound report, and on the economic-feasibility questig, | 2 
would base their arguments on that first document. : ’| polit 
Mr. Reuss. Well, if the De Leuw, Cather report is right, we should | PFel! 
go ahead and grant the application forthwith, should we not? woul 
Mr. McDonatp. That is my opinion; yes, sir. M 
Mr. Reuss. If it is wrong, we should not have made the representa. woul 
tions we apparently did to the Turks and Iranians. | sider 
Mr. McDonatp. I do not understand that. tions 
Mr. Revss. If it is incorrect, and if, in fact, the project is note. | 
nomically justifiable, then perhaps the Turkish and Iranian Goyer. | Y® 
ments have had their hopes unduly lifted. a pr 


Mr. McDonaxp. I would agree. I think you have to take into eg. | not | 
sideration a basic conflict in the philosophy that exists in the Unite | J" 


States, of which I am sure you are all aware. There are some peopk sider 
who believe in railroads, per se; another group who believe in high. Mi 
ways; and a third group who undoubtedly believe in air transporia. seul 
iculi 
ae - aoa ‘. . make 
eople in this part of the world feel, with their economic develop. \ 
ment at the stage it is, the railroad makes more sense than the other am 
two means of transportation. They point to the development of the) 
western part of the United States in the latter part of the last century Cath 
via the railroad as an example of how they would like to develop their | o 
countries at this stage of their growth. a 
Mr. Reuss. One can favor railroads very vigorously, however, and ree 
still need to see, before approving, a specific railroad; that. the econ: a 
omy expected to be served is likely to generate traffic sufficiently to ia 
amortize the cost of building the railroad. that 
Mr. McDonatp. That is correct, but, with the second report, it still | 55.4 


recommends a means of transportation which will tie the two cow: | Dives 
tries together. I think that is an important consideration. Eventh yy, 
second report does not say that there should be nothing to tie them yy, 
together. They just differ as to how it should be done. The prop yp 
nents of the railroad would argue that a highway is nonrevenue pw — thpoy, 
ducing and therefore would be a burden upon the countries to main yyy. 
tain it, to buy the trucks to operate on the highway, to train the po gj 
mechanics to repair the trucks, to buy the spare parts, et cetera, while yf. 
the railroad, according to the De Leuw, Cather report, will be reventt _ jgyn¢ 
producing and will begin to pay for itself in the 10th or 15th year. 80 pica). 
that you can pick up almost each one of these arguments and argit | thy ¢ 
on the other side. That is all I can say. Mr. 
Mr. Reuss. The Iranian and Turkish presentation of this projets | to Tp, 

I gather from what you say, has tended to intermingle economic Col | iq f; 
siderations with political and military considerations ? } this 
Mr. McDona.p. That is my opinion; yes, sir. | the Th 
anoth 
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r. Reuss. If a proposed project is not justified economically, in 
n, can it nevertheless become a valid Development Loan 
t if the military and political considerations are strong 


Mr. Ret 
your opinlo 
Fund projec 
“ie McDoxaz, Let me say, in my opinion, I think this project is 
‘nctified economically. 

Se aves J realize that. My question, however, was: In the case 
of a project which is not justified economically, do military and 
political considerations so enter into a as to bring above ‘water a 
project which without these political and military considerations 
would be below water ‘ ! | Pe 

Mr. McDonap. I personally feel that in this case that principle 
would apply mainly because, that is, the political and military con- 
siderations should be considered along with the economic considera- 
tions before a final decision is made, 

Mr. Reuss. That wasn’t quite my question, however. My question 
was whether, not speaking about this case particularly, but in general, 
a project which, but for political and military considerat ions, would 
not have sufficient economic importance to just ify it may, nonetheless, 
be justified by reason of the addition of political and military con- 
siderations to the economic considerations, 

Mr. McDon ap 
ment, that each ma 
ticular merit as far as I was concerned. [| 
make a general statement in support of your 

Mr. Revss. Well, let us suppose that in 1 


I would feel, rather than making a general state- 


7 1 ‘7 ; . 
tter would have to be considered on its ow 


would not feel 
yuest ion. 


1 


11e 


n par 
free to 


case of this particular 


railway the result of a restu ly would indicate that the truth lies 
somewhere between the Coverdale & Colpitts and the De Leuw, 
Cather report and that but for political and military considerations 
the project would not be quite economically justifiable; that is, when 
you project the traffic over the period of amortization you do not 
quite see It paying out. 

Let us suppose, f rthe es t] ut t] in portant } slit a] *y nsid 
erations and that the requesting governments very much want it and 
that there are military consideratt that it is nice to have a rail- 
road between allies. In your opinion, would that b j ible 
Development Loan Fund project ? 

Mr. McDonavp. It would, in my opinion: ye 

Mr. Revss. Thank you. te 

Mr. Monaaan. Is there any reason why that couldn’t be anced 
through special assistance ? 

Mr. McDonaxp. Tech Heally here no reason. to 1 knowledge 
no, sir. 

Mr. Monac You t] tey the ] of NTE ] 
isone of the points hat wear 4 % ‘oe that eriblibe Ted tab 
nical soundness of the acti v must be considered. go t} T { 
that distinctio: het y ! ( ( } » 11% se hh 

Mr. Reuss. Had the invitation of t1 tarv of State been 
to Iran and Turkey, to apply generally under whate Am an 
ud formats, present a d futm » the were fo e ruction of 
this railroad, that would have been one thine. For us to have invited 
the Iranian and Turkish Governments to apply for a DLF loan is 
another thing in that the DLF has been rather purposefully ( Nitin 
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scribed by Congress and, as I read it, contrary to you, and you may 
be right, as I read the law and the legislative history, it does require 
that a DLF project carry its own economic justification rather than 
be helped over the finish line by strategic considerations. 

Mr. Monaaan. Yes. 

Mr. Reuss. Thank you, Mr. Chairman. 

Mr. Monacan. Do you have a question ? 

Mr. Barry. I asked Mr. McDonald earlier about the area that ¢] 
railroad would serve, and I put my finger on the map, indicatiy 
port. 

Mr. McDonaxp. Iskanderun. 

Mr. Barry. Would you spell it, for the record ? 

Mr. McDonanp. I-s-k-a-n-d-e-r-u-n [spelling]. 

Mr. Barry. And from my understanding of my question and vou 
answer, this area in here that this railroad would purport to serve, ig 
now being served from this port; is that correct ? 

Mr. McDonatp. No, sir; not quite. 

Mr. Barry. By rail service? 

Mr. McDonatp. Well, the area in eastern Turkey up to the rail. 
head that exists now at Mus is being served by the port at Iskap. 
derun, but if you extend the railhead to the lake, then you have q 
larger area, which would be available, where commodities would be 
available to ship to the port. 

Mr. Barry. There is no railroad in this area here, meaning—yoy 
name the towns. a 

Mr. McDonatp. There is no railroad east of Mus in Turkey, any. 
where east. of Mus. a 

Mr. Barry. Where is Mus on this map ? 

Mr. McDonatrp. In other words, there is nothing east of here, this 
area, that is served by railroad now. 

Mr. Barry. But this area in here is the area that you said was rich 
in agricultural products? 

Mr. McDonarp. This area here. 

Mr. Monaaan. This is not going to be very clear. 

Mr. Barry. On the record, I do not believe it is, but what I am 
trying to get at is whether this port down here—— 

Mr. Monacan. What port? 

Mr. McDonatp. Iskanderun. 

Mr. Barry. Iskanderun is now serving, basically, the majority of 
the industry and agricultural region that this railroad was supposed 
to go through. 

Mr. Reppan. When you were indicating on the map the area served 
by railroad at the present time, did you indicate that about nine- 
tenths of Turkey is now served by railroads? 

Mr. McDonatp. That is correct. That is my understanding. 

Mr. Reppan. Being served at the present time, and this new road 
would serve the eastern one-tenth ? 

Mr. McDonarp. That is correct, and western Iran, if it were linked. 

Mr. Barry. What access does western Iran have now for their 
agricultural commodities? 

Mr. Monacan. Just a moment. I don’t think there was any answer 
to that question. I don’t know whether you can answer it or not, the 
last. question, concerning whether or not the port was now serving 
this area that was supposed to be served by the railroad. 
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vO ; 
ea Mr. McDonatp. As I understand it, the port is not serving the 
ner than | area, the last 10th that was described earlier, but it is serving the area 


doser to the port. I believe the question was: How would western 
Iran benefit ? 
Mr. Barry. The next question was: How would western Iran bene- 
fit by the railroad and, also, what facility is now available to western 
: ? 
ae ni McDonatp. I f I may refer to a map of the Middle East, per- 
™ haps it might be a little easier for me to describe it. At the present 
time, if a merchant in lehran wished to purchase goods from west- 
erm Europe, it would take him 6 months from the time that he ordered 
his goods and the time he received them because—this is if he went 
nd your | through the free world—because his goods would have to travel from 
serve, jg | Europe through the Mediterranean, through the Red Sea into the 
Persian Gulf, and land at the port of Khorramshahr. 

Mr. Reppan. What is the sailing time for that? 

Mr. McDonatp. Two months, roughly. It takes at the present time 
the rail- approximately 4 months to unload the ship and to have it shipped 
t Iskan. | from the Persian Gulf to Tehran. The pilferage, the waste, the ac- 
1 have q | tual destruction of goods at that port is very damaging to a business- 
vould be | man. If he wants to take a chance of purchasing goods and having 

them shipped through the Soviet Union, he may do so, because there 
ne—you ig a railroad from Tehran into the Soviet Union and into eastern 
a Europe. : ; prahy 
eV. any. The average time there is 3 weeks. However, in the past the Soviet 
am Union has used this as a political influence and has cut off the trade at 
its whim, depending on its current relations with Tehran. If the 
ere, this | Turkey-[ranian_ link were completed, the same businessman would 
have a 38-week time length for his goods through the free world. 
was rich Mr. Barry. That is exactly what I wanted to know. | 
Mr. Reuss. While we have the map out, there is a railroad line from 
the Turkish border of Iskanderun through Baghdad to Khorramshahr 
on the Persian Gulf, and then there is rail service from Khorramshahr 
rat Tam | ‘0 Tehran. What is wrong with that as a method of Tehran mer- 
chants getting their goods ? 

Mr. McDonatp. As far as I know, it can be done, but economically 

' there are difficulties because it transits Syria and Iraq. 
jority of Mr. Revss. One more geopolitical question, as I look at this map. 
supposed How about Pakistan there in the central portion? What happens to 
amerchant in Karachi when he wants to get something from Kurope? 





es Mr. McDonap. He only goes by ship. 

a server ; : cele 

vat nie Mr. Reuss. Why shouldn’t we extend the line from over the moun- 
tains from Tehran to Siadehan. 

as Mr. McDonatp. There is already a joint project on that score, sir, 


new road Putthere is no money. If you could do that, you would pull all of 
India, Pakistan, Iran trade into Europe by rail. 
ve, Iinkeal Mr. Revss. But one does not need to be a genius to perceive the 
for their | omic nonsensicality of that. 
Mr. Monacan. Is that a question ? 
y answer |, Mt. Reuss. Rail traffic paralleling water traffic cannot possibly 
> not, the } mecenomical. Is there any doubt about that ? 
+ serving | 9 McDonarp. Let me answer your question by saying, as far as 
the Iranians are concerned, they want to build the railroad. 
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Mr. Reuss. I know that, but a great many developing people Want 
to do things that are not economically justified. I was Suggesting 
that, on the face of it, to connect up India and Europe seems 
not economically justified in view of the parallel transport. 

Mr. McDonatp. I am working on one link at a time. The first 
link is Turkey-Iran. 

Mr. Monacan. Do you have some more questions, Mr. Meader? 

Mr. Meaper. Well, Mr. McDonald started to give an illustration 
of a mixed economic-political consideration when we got into building 
the railroads, and whether or not there was unanimity of opinion, 

Mr. McDonaxp. The one I had in mind was the one I mentioned 
about the merchant in Tehran and the various means whereby he 
could ship his goods. 

A 6-month turnover with interest at 2 percent a month, which js 
what they are paying now in Iran, is quite a factor, whereas, if he 
paid the same 2 percent interest and only had a 3-week wait for his 
goods, he would have that much more turnover and could bring jy 
more goods in a given year. P 

The 6-month period is what it takes now if he ships to the free world, 

Mr. Meaper. I take it you disagree with the statement and cop. 
clusions of Coverdale & Colpitts, which appears here. I will read it, 
I have your report. It appears on page 24. 

First, with respect to the question Mr. Barry was asking about 
the products of this fertile valley between Mus and the lake, what- 


ever that town iS, they Say, starting at the bottom ot page a 


to me 


In any case, the exportabie surpluses of grain have managed to reach the 
railhead at Mus by existing roads and we believe that as much might be done for 
the economic development of the territory by improving these roads as by 

g J 


building a railroad. 


0 you agree with that ? 
re. Me Don ALD. No. 

r. Maver. I will read the next paragraph. 
he first paragraph commences on page 24: 


D 
M 
M 
. 


In Iran the proposed leg will not produce much productive territory which is 
not served either by water transport on Lake Rezaieh or the road from Tabriz 
through Choi. Here again we think that the improvement and possible exten- 
sion of existing transportation facilities would do more for the territory than 
the proposed railroad link. 


y 


opinion. You could improve the transportation in that area indef- 


Mr. McDonatp. They have quite simplified the problem inn 


nitely, it would seem to me, and you would never successfully resolve 


the difficulty of getting the goods out of the area or into the area 


through the port of Khorramshahr because even if you improved the 
port facilities, which are very poor at the present time, you would 
have to train crane operators and truck drivers, et cetera, to msure 
that t] ey did not drop half the cargo when they were off-loading it on 


. —_ 
the snip 


I have seen goods arriving in Tehran from the port of Khor 


7 ’ 7 , ‘y , r . ° 7 2 
ramsnar and they are horripie. Chere is not: i} e new automobile 
£R it a Ea eS SS : hava to he renainted and 
tnat com n trom that port th caoes not nave to i repainted al 
( ts taken out of it 


\ll I am saying is even if you improve roads, you still have to 
transit the port of Khorramshar and that is a very major problem 
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hich would not be simple to resolve. I think they are looking at 
that out of context. 

Mr. Meaper. | gathered from this report, and I tried to study these 
tables a little bit on the estimated tonnage and passenger miles, that 
at least Coverdale & C olpitts don’t think there is going to be very 
much internation: al freight traflic from [ran out this way. 

Mr. McDonatp. That is correct. They took the same figures that 
De Leuw, Cather had prepared and an: alyzed them from their point 
of view and came up with a lower freight rate figure, a lower transit 

goods figure. 

"Ido not know how they could do that, but they did. 

Mr. Mraper. Certainly there isn’t a great deal of trade between 
Turkey and Iran, is there‘ 

Mr. McDonaup. That is correct, at the present time, because there 
isno way to have the goods travel back and forth. 

Mr. Mraper. What great demand in Turkey for Iranian products 
isthere? What do you anticipate will deve lop? 

Mr. McDona.p. i would hope that if the railroad were completed 
you could, for ex xample, send some of your oil products through tank 
cars into eastern Turkey. ‘There are potentially certain minerals in 
western Iran and eastern Turkey. 

Mr, Meaper. The oil is on the Persian Gulf. It is a lot more eco- 
nomical to transport by tanker than to build pipelines through moun- 
tains, or tank cars. 

Mr. McDonavp. It would depend on where you wanted the oil to 
go. I was thinking now of the oil going to eastern Turkey, which 
would be shorter th: an going all the way around. You have agricul- 

tural products and fruits, vegetables, which could also be exchanged. 

I believe there are cattle and meat and hides and skins and wool 
that could also be eechuaaed: 

Mr. Barry. Doesn’t each one of these countries have an ample sup- 
ply of these commodities for herself? 

Mr. McDonaxp. Both of them raise some of those things that I 
mentioned, yes. 

Mr. Barry. What unusual product does Iran have to offer Turkey 
and vice versa ? 

Mr. McDonaxp. I would have to refer specifically to the tables, if 
you would like. The De Leuw, Cather people have come up with a 
number of tables on possible items which would be transported back 
and forth. 

Mr. Barry. When you consider building railroads, it is important 
that you build it for some particular use other than just general. 

All we have heard SO far 1s the ext hange of aor 1c ulti ir il 3 prot luets 


in basically two agric ultural countries. It woul | be like Kansas trad- 
ing with Nebraska. I do not imagine there is a great deal of trade 
between them. 

Mr. McDowr ALD. They have. for examp le, in the items that they 


list—well, you are concerned primarily about 1 ie ite 


iy ne | © 
border, are’ you not ¢ ¢ 
Mr. Barry. I am particularly concerned with how could this rail- 
road could serve Turkey and e n Enrone | hj 


\ Ih¢ I) J I Vy Shipme! originating 
in Iran, because you have indicated that nine-tenths of Tu key is now 
484387—60——_14 
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covered by railroads that can be utilized in getting the goods to eastern 
Europe, so this whole line of discussion is based on trying to get stuff 
out of Iran, material out of Iran for use by eastern Europe. We want 
to know what do you expect to get out of there? 

Mr. McDonatp. You have all of the products of Iran that are 
already linked by railroad as a potential export through that link if 
it is completed. 

Mr. Barry. Shipments originating in Iran go where today? What 
have they got to offer by way of exports and who wants them? 

Mr. Netson. I think from the Turkish viewpoint, if I could jn. 
terrupt here, there are items as Turkey expands her production that 
will be of interest to Iran, cement being one for a number of our 
military aid projects in Iran, textiles, other items, as Turkey js ip. 
dustrializing that will need export outlets. To Iran it is true that 
much of that can go by water to southern Iran, but other markets could 
be obtained, I think in the north, through the railroad and it jg 
awfully hard to see ahead of time, I think, what the prospects are 
the same as when our railroads were going through the West. Many 
people thought they were completely wild-eyed in terms of ever pay. 
ing for themselves. . 

Mr. Barry. With the anticipated industrialization, Turkey would 
be perhaps more industrialized than Iran, and this might be the link 
where Iran could later on be developed ? 

Mr. Nretson. That would help. I would not ride everything on that, 
but it would be a factor. 

Mr. McDonatp. Iran presently ships westward: Sugar, cotton fab- 
rics, wheat, fuels, cement, and miscellaneous items. 

Mr. Barry. Oil in particular could be transported to eastern Tur- 
key, which now they do not have, is that correct ? 

Mr. McDona.p. Yes. 

Mr. Barry. And eastern Turkey requires the rehabilitation of its 
road structure for better communications? Is that true? 

Mr. McDonatp. Between Iran and Turkey ? 

Mr. Barry. Just generally. I am speaking now of general eastern 
Turkey. Is it needed ? 

Mr. McDonatp. That is my opinion. There is only one road link 
between the two countries now. 

Mr. Netson. Within eastern Turkey they need that transportation. 
As our people explain it, there are very good prospects in the agricul- 
tural field, irrigation, et cetera, in eastern Turkey. Transportation 
will be increasingly a problem as development goes on. 

One other thing in terms of trade from Iran. I was reminded a 
recent FAO report suggested Turkey get materials for fertilizer and 
other things from Iraq, which is out of the question now. 

We have in mind exploring what she might get from Iran. I think 
there are quite a few potentials that really have not been dug into as 
fully as they might. 

Mr. Barry. If they were dug into and brought out on the table, you 
feel that the railroad would more economically justify the earlier 
opinion as distinguished from the Coverdale-Colpitts opinion ? 

Mr. McDonatp. Yes; I do. 

Mr. Barry. And you think that if another report were made pres- 
ently based on the more recent figures, which are less than the earlier 
figures, that there would be a further approval of the matter? 
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Mr. McDonaxp. I think so; yes. I think there would be more justi- 
feation today than there was a year and a half ago, for example, on 
a question of economic feasibility. & Ai 

Mr. Barry. Is anyone presently at work to determine the potential 
of this from the standpoint of what we have now been discussing ¢ 
“Mr. McDonarp. The only thing that is afoot is this matter of the 
group coming to Turkey to look at this 100-kilometer section between 
Mus and Tatvan ; nothing beyond that. 

"Mr. Barry. Their report from that would only cover that small 
section ? Ai 

Mr. McDonap. That is right. 

Mr. Barry. It would not include the other. 

[ think our concern is to be building part of something that is not 
economically feasible in total isa precedent we do not like to establish. 
[ mean we do not want to be identified with it, but if on the other 
hand, it is part of the picture of real improvement for both countries 
and it could be shown to be, I don’t think there would be any objection 
to it. : ss 

I cannot speak for everyone, but I am just generalizing here. 

Mr. Meaper. Mr. McDonald, would you agree that if this railroad, 
in which not just the United States, but the Governments of Turkey 
and Iran would put in a substantial sum of money, should prove not 
to be economically justifiable and would incur serious losses year after 
year, that it would actually harm the economy rather than help them, 
and we would assist in getting them into a losing proposition which 
might not at least build up goodwill for the United States? 

Mr. McDonaxp. If all those things happen, I would of course agree 
with you, but I am of the opinion that they would not happen and the 
revenue of the railroad would be increasing every year and therefore 
it would become self-liquidating and would benefit the country eco- 
nomically. I am starting from a different point. 

Mr. Maver. I imagine that fight between industrial engineering 
firms is something probably that we are not concerned with. 

Mr. Monacan. Mr. Reuss? 

Mr. Reuss. I wanted to pursue with you, Mr. McDonald, your 

oint that one of the reasons in favor of the proposed railroad is that 

ersian merchants in Tehran particularly would then have a reliable 
through-rail route to western Europe and thus be able to avoid the 
vicissitudes of transshipment through Russia and get goods laid down 
cheaper. 

In evaluating that as a consideration in favor of the railroad, have 
you taken into account the matter of the deterioration of our Ameri- 
can balance-of-payments situations which we discussed before, and 
have you looked at the possibility that the building of this railroad 
might merely increase the competitive advantages in third areas which 
western Europe is increasingly coming to have over our exports? 

Mr. McDonaxp. I have not: no, sir. 

Mr. Reuss. Would it not be a good idea to take that into account 
when the final evaluation is made? 

Mr. McDonavp. Yes. I would presume that that is one of the 
factors or one of the criteria which DLF was considering over the 
past few months in connection with this staff review of the project. 

Mr. Barry. May I ask one question ? 

Mr. Monacan. Yes. 
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Mr. Reuss. I would hope you might call this point to their attention 

at some point. 

If they do take another look at it, it seems to me this is an impor. 
tant thing to consider. 

Mr. Barry. Mr. McDonald, we have two reports about the feas 
ibility of a railroad. Has there ever been a report or a survey made 
as to the construction of a road through here as to what it would cost? 

Mr. McDonavp. No, there is not. 

The second report recommended a survey for a road. That js as 
far as it has gone. 

Mr. Barry. Do you think it would be wise to have a survey made of 
the possibility of constructing a road to serve this area prior to going 
forward with the DLF loan that is being now proposed ? 

Mr. McDonap. I think you have a question of diminishing returns 
on surveys. We have had two surveys of this already. <A { third one 
1S pel nding, still on the railroad. If you started surveying highways, 
I think the two Governments concerned might grow a little j impatient 
or wonder what the U.S. Government is going to do and if it would 
only make up its mind it would help them. 

Mr. Barry. But you would not oppose the principle, would you? 

Mr. McDonarp. Oppose the principle of a road survey? 

Mr. Barry. Yes 

Mr. M Dox Lup. From what little I know of the area, having tray- 
eled over it recently, not by train or automobile or truck, in my opinion 
if the high et fol] W cl the prop sed railroad it would not be eC0- 
nomically a justifiable project because of the terrain. If you hada 
ly ohw way over thos t mount { Lins { le) would only | be Op mec ) months 
out of the year bec: ause of the sn: Vv, W he reas wi a railroad. with the 
snowplows they have the rai road engineers can assured me it would 
be operable 12 months a year. 

You have again the fact that a highway is non-revenue-producing, 
; par te the report mentioned toll roads. I checked into that with 

» Middle Ka st experts who are far more experienced than I in the 


res orion and they laugh al the idea that ange vy col ild mia ke a toll road 
stick, Peo Pp yle would just oO arol nd the oate and laugh at people try- 
ing to collect fees. I think that that : another factor to take into 
consideration. Y ou h: ive also TO remember on there are very few 
private trucking firms in the region and t you would prob ably 
have to loan the Government money to buy sacl trucks and vans t 
gO OVE ays . 

You would have to train drivers and mechanics to repair them. 
You would have your spare parts problem. You have driven over 


41 tr . 2 j ’ . = Leen 
the Turkish highways today. Every mile or two you find a broken- 


My personal opinion is, in summation, that I would favor the rail- 
road and would think that if there was a survey for a highway it 
wo dy oO to l idly u i tifiable. 

Mr. Barry. Thank vou. I am elad we have got that for the record 
because with iust the recommendation from the Coverdale & Colpitts 
that ther | prefer a road, there is nothing on. the record indicat- 

that that is not a valid suggestion, unless it is this one report made 
by the other engineering firm which you say you have not teal which 
‘'s in contradiction of ¢ overdale & Colpit ts. 


nin 


in 


in 


ention 
Mpor- 


> feas. 
 Thade 
| cost? 


t is as 


ade of 
going 


eturns 
rd one 
1W ays 8, 
yatient 
would 


ou? 


r tray- 
pinion 
 CCO- 
had a 
ionths 
ith the 
would 


4 val 
& WIth 


in the 
'l road 
le try- 
e into 
"vy few 
obably 
ins to 


them. 
n over 


roken- 


e rail- 
way it 


record 
olpitts 
dicate 

made 
which 


DEVELOPMENT LOAN FUND 203 


Mr. McDona.p. As I said earlier, both Iran and Turkey are plan- 

ning to doa rebuttal on the Coverdale & Colpitts report, which will go 

matter. 

into this matt Would you make certain that includes a discussion 
of this phase we have now been talking about, because I think we 
are just sitting here trying to get the best impression that we can 
of this. We have this report which slaps pretty hard at the railroad. 
We do not have anything that is in rebuttal to the road idea. This 
business you brought up about 9-months-a-year usage is certainly 
a very Vé alid reason to weigh in favor of something that could be 
utilized on a 12-month basis. 

Mr. Monacan. Are there any other questions? _ 

Gentlemen, there have come into the room the directors of the vari- 
ous United States Operations Missions who are here for the conference 
at the present time, and perhaps I could introduce the committee to 
you, gentlemen, and then maybe you would introduce yourselves after- 
ward land tell the particular country that you are in, 

We are a subcommittee of the Government Operations Committee 

of the House of Representatives and our purpose in coming on this 
trip is to look into the operations of the DLF and the E xport-Import 
Bank, with special emphasis on the procedures, not the philosophy 
of the program particularly, which is more in the realm of the Foreign 
Affairs Committee, but the way that this program is being carried 
out in actuality ; and of course, if there are any improvements or 
changes that we think should be made after hearing the testimony 
and looking at programs in various countries, it will be incumbent on 
us to make recommendations to AF ongress, or at least to make a report 
embodying those changes. So, for “that reason, we have been very 
happy to “find that all of you are conveniently located here at one 
time. We have the feeling that perhaps you might have ideas about 
the program or have procedures. We realize it is fairly new, but 
you might have these ideas that you might like to put out on the 
table for our consideration. 

Perhaps we could have some sort of an informal discussion about 
these matters. 

On my right is Congressman George Meader: on my left Congress- 
man Reuss, of Wisconsin, and Congressman Barry of New York. 
Tam Congressman Monagan, of Connecticut, the acting chairman of 
the committee. 

Our permanent chairman is Porter Hardy, Jr., of Virginia. 

Maybe you gentlemen now would go ahead and, starting at the 
right here, identify yourselves. 

Mr. Butrne. My name is Bunting. I am Deputy Director in 
Pakistan. Unfortunately, the Director, Mr. Killen, was taken sick 
couple of days ago and I had to come on rather late. 

Mr. Monacan. Gentlemen, we are making a record, so please give 
your full name. 

Mr. Bunt1ne. My full name is Frederick H. Bunting. 

Mr. Barrows. I am Leland Barrows. I am the Regional Director 
stationed in W ashington, Regional Director for this region. 

Mr. Wurrman. I am Roswell H. W hitman, Director of the Mission 
in the UAR, Cairo. 


Mr. BERENSON. My name is Robert L. Berenson. I am Director 
in Yugoslavia. 
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Mr. Houston. Howard E. Houston, Director of Technical (y, 
operation Mission to India. 

Mr. Lacerr. I am C. Reed Liggit, Acting Director, Iraq, 

Mr. Lierincorr. Richard Lippincott, Acting Director in Lebanoy 

Mr. Worxrncer. Ralph Workinger. I am serving as ICA repre 
sentative in Yemen. 

Mr. Drake. Russell P. Drake. I am Director in Nepal. 

Mr. Kircnen. Robert W. Kitchen. I am Director in Sudan. 

Mr. Roacu. John L. Roach. I am Director of USOM in Ceylo, 

Mr. Brenn. I am Harry A. Brenn, USOM Director, Iran. ~~ 

Mr. Burns. Norman Burns, Director in Jordan. 

Mr. Hacecrrry. John J. Haggerty, Israel. 

Mr. Woutmar. Stellan Wollmar. I am Director in Afghanistan 

Mr. Jacques. Sidney Jacques, Director, USOM, Greece. 


STATEMENT OF D. A. FitzGERALD, DEPUTY DIRECTOR For op. 


ERATIONS, INTERNATIONAL COOPERATION ADMINISTRATIO; | 


WASHINGTON ; ACCOMPANIED BY LELAND BARROWS, DIRECToR 


OFFICE OF NEAR EAST AND SOUTH ASIAN AFFAIRS; F. H. Bunt. | 


ING, DEPUTY DIRECTOR, USOM, PAKISTAN; R. L. BERENSON 
USOM, YUGOSLAVIA; H. E. HOUSTON, USOM, INDIA; JOHN} 
HAGGERTY, USOM, ISRAEL; REED LIGGITT, ACTING DIRECT0R, 

- USOM, IRAQ; RALPH H. WORKINGER, USOM, YEMEN; RUSSEI] 
DRAKE, USOM, NEPAL; R. W. KITCHEN, USOM, SUDAN; JOHN], 
ROACH, USOM, CEYLON; AND HARRY A. BRENN, USOM, IRAN 


Mr. FrrzGrraup. My name is D. A. FitzGerald. I am Deputy 
Director for Operations, ICA, Washington, D.C. I should like, if] 
might, to make a comment or two. First, Mr. Berenson here is kind 
of an interloper. Yugoslavia is not in this particular region as far 
as our administration 1s concerned, but Yugoslavia has a number of 
interests and relationship with both Greece and Turkey, so Mr. Beren- 
son is with us at this meeting. As I suspect the committee know, 
the DLF loans in this particular region vary greatly. I think I m 
correct in saying that the largest volume of DLF loans in this region 
has been made, No. 1, to India. Mr. Houston is here. Second,] 
suspect, is Pakistan, although Iran runs a pretty close second, | 
imagine. 

DLF has made a few small loans in Ceylon. They have made some, 
of course, to Yugoslavia, which you may be interested in asking some 
questions of Mr. Berenson on the loans there. * * * 

* * * * ok ok * 


Mr. Kitchen has had a loan, a DLF loan hanging fire in Sudan, one 
of the largest private enterprise loans for a cotton mill in Sudan for 
about as long as any loan that I know of. Most of the other—you wil 
be seeing more of Mr. Haggerty when you go to Israel, so you may not 
want to bother with questions of him today, but the rest of the group, 


gentlemen, are at your service and we can answer questions, or you | 
might like, perhaps, from the three larger loan countries, a very brie 


summary statement, whichever the committee desires. 


Mr. Monacan. Are there any countries here which do not have ap- | 


plications to the DLF ? 
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Mr. FrrzGrravp. Iraq doesu’t ; Yemen does not. 

Mr. Monacan. What is the reason for that? ’ 

Mr. Lacerr. In Iraq, they, as you know, had a revolution a little 
over & year ago. Our mission there has reduced from 11 i people to 8 
and the only program that we have or that the Iraqi Government 
wants is that of a participant training program, training in the United 
States or in third countries so I am sure they wouldn’t be interested 
in a loan at this time. They are very changeable people and there 
is no telling what might happen. 

Mr. Monacan. I just wondered what the special circumstances 
were. What was the other country— Yemen Q La al i 

Mr. Worxincer. Yes, sir. A basic agreement preliminary to ini- 
tiating a program in Yemen is now under consideration and in nego- 
tiation. 

At this stage there have been no firm program discussions nor any 
occasions for Yemen to consider applying for a DLF loan. 

Mr. Monacan. Is it true in all of these countries that the ICA acts 
as more or less the field operators as far as the DLF is concerned 
and that the preliminary Sep OOLe at least is made to the official 
there, to you gentlemen, and that you make at least a preliminary 
investigation and approval before passing it on to Washington ? 

Mr. Berenson. Yes. In Yugoslavia we more or less in our presen- 
tation book to Congress, we, so to speak, set the level that we think is 
needed for DLF assistance in Yugoslavia. 

Mr. Monacan. You mean an overall level ? 

Mr. Berenson. An overall level for all aid, including DLF. 

That is Public Law 480, Mutual Security and DLF. 

Mr. Reppan. Does that include DLF? 

Mr. Berenson. It includes DLF. In other words, we suggest a 
ceiling that we think should apply. 

Mr. Reppan. You suggest that to Washington ? 

Mr. Berenson. Yes. 

Mr. Reppan. Dr. FitzGerald, is that included in the presentation 
that is made to Congress ? 

Mr. FrrzGrratp. Reference is made in the congressional presenta- 
tion to the probability or possibility of DLF loans in the particular 
countries concerned. We do not include it as either a recommendation 
to Congress or as any firm decision as to the amount of DLF assist- 
ance because as I am sure the committee has found out by this time, 
DLF assistance is not programed in this sense. DLF assistance is 
dependent upon the submission of adequate and satisfactory and 
sound applications for assistance and they are acted on, in principle 
at least, in some orderly sequence which relates to the time of submis- 
sion and the adequacy and accuracy of the submission itself. 

We are always interested, and I think most of our field submis- 

sions will indicate what they assume or what they hope or what they 
would like to see in the way of DLF loans but these have no standing 
other than an assumption for informational purposes. 
_ I would like to answer your initial question, sir. The outstanding 
Instructions are that unless the ambassador has some other arrange- 
ments which he thinks will be more satisfactory, the local ICA office, 
the USOM, is the field representative for DLF: 
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Mr. Monacan. May I ask also how many of the representatives 
here do not have Export-Import Bank loans in the countries the, 
represent. 

Mr. FirzGrravp. Ceylon, Sudan, Nepal, Yemen, Iraq, Jordan Af 
ghanistan, Pakistan. a 

Mr. Monacan. Have there been applications in these countr 
Export-Import Bank loans? 

Mr. FrrzGerarp. No. 

Mr. Monacan. What is the reason? Have they been discoy 


ley 


1es for 


raged 


because of the fact that in your opinion they would not qualify fy | 


the loans? 
Mr. FrrzGeracp. Could I make one correction? While Afghani. 
stan does not have any applications for Export-Import Bank loans 


they have had in the past a very large one. Some $39 million of Er. | 


port-Import loans are outstanding in Afghanistan for the Helm 
Valley development. 


' 
and 


Mr. Monacan. What is the reason for the fact that there are not | 


Export-Import Bank loans in these countries? 
Mr. Firzcrratp. Do you gentleman want to answer that? 


Mr. Liaerr. I can say in Iraq they have not needed it. They have 


a large oil income and they have no necessity to borrow money from 
outside. ; 

Mr. Monacan. We are not trying to stir up any business. 

Mr. Roacn. In the case of Ceylon our program of technical assis. 
ance has been going on only since April of 1956. There is under cop. 
sideration right now a potential Export-Import Bank loan which 
would be a foreign exchange endeavor and therefore has been re. 
ferred to the Export-Import Bank by DLF. It was sent in to DLF 
and they turned it over to Export-Import Bank. It would be repay. 
able in doliars, and would be a regular Export-Import Bank loan, 

Mr. Monacan. Why did they send it to the DLF instead of Export. 
Imnort Bank? 

Mr. Roacn. Initially I believe the applicant was hoping for repay- 
ment in local currency but I think they could well be persuaded that 
since there is going to be foreign exchange they ought to pay in dol. 
lars. We notified them to that effect and they haven’t objected. 

Mr. Krrerren. In the case of Sudan, when our mission was opened 
there in April of 1958. it represented the first time that the Sndan 
moved away from multilateral assistance to a bilateral program of aid. 

Now on the question of road construction, we believe that the time 
has come where they will overcome this objection to bilateral financing 
and we expect that very shortly dollar-repayable loans for road con- 
struction will be made available from the Export-Import Bank. We 
also hope to use this as one device of encouraging substantial intr- 
duction of American highway equipment in the country through the 
bilateral approach. 

Mr. Monacan. Mr. Kitchen, you are having some difficulties on the 
cotton mill. What are the circumstances of that? That is DLF,] 
understand. 

Mr. Krrcnen. Yes, sir. 


As a matter of fact, the engineering report on this loan is due i | 


Washington on next Monday. We are hoping very much that it will 


be possible to start this mill on or around the 17th of November % | 
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that the question of engineering studies has now largely been overcome. 

Mr. MonaGANn. Is that an engineering study from Sudan q 

Mr. Krrcuen. No, sir. The question of the design of the plant. 
\Jso, there has been a decision to expand the capacity of the plant so 
that the DLF is requiring preclearance of all specifications on equip- 
ment before the final approval of the loan is made. 

Mr. Drake. I am Mr. Drake, from Nepal. We have hardly got to 
the place yet for this type loan. , é' 

Mr. Krrcnen. | think the committee might be interested in knowing 
that in the case of this Development Loan Fund approval, it is inter- 
esting to note that in the first instance the dollar-repayable loan of 
$10 million has attracted about $14 million in private investment and 
that commencing in calendar year 1961 we estimate that the foreign- 
exchange saving that will result through this $24 million investment 
ought to be about $25 million per year. ' 

Mr. Monacan. Mr. Fitzgerald, I wonder now if you could talk a 
little bit about the countries where there are a substantial number of 
DLF loans and give us a little information about them ? 

Mr. FrrzGeratp. That would be India, Pakistan, and Iran, I believe. 

Mr. Monacan. That would be fine. 

Mr. FirzGrratp. Would you like to talk to Mr. Berenson, too, be- 
cause 1 think some of the comments he might have to make on Yugo- 
slavia would be very interesting. 

Mr. Monacan. Yes. 

Mr. Reuss. Israel and Turkey aren’t entitled to rank in this? 

Mr. FrrzGrrarp. I left them out because you are reviewing them 
separately. ‘Turkey’s loans would be about the same size as Yugo- 
slavia’s, as I remember the figures. 

Mr. Buntine. I am F. H. Bunting, from Pakistan. Pakistan’s for- 
eign-exchange position had been deteriorating steadily until the pres- 
ent regime came into power in October of last year. That, I think, is 
the reason why we haven’t any Export-Import loans up to date. 

We have had very substantial DLF loans. The last figure I got last 
week was $111.8 million, up to date that was approved or signed. The 
total amount signed was $88.8 in the public sector and $4.2 in the 
private sector, and the total amount approved but not yet signed was 

8 in the public sector and $12 million in the private sector. 

In addition, there are about $60 million worth of applications under 
consideration now, and, talking with the Government officials there, 
it is perfectly clear that they have got some more in their pockets, 
working on them now. 

Mr. Maver. Do you have the applications divided between public 
and private ? 

Mr. Buntirne. Yes; I do. Actually, it is exactly $60.6 million in 
the public sector, and in the private sector we do not have any hanging 
fre right now. That is mainly because thev have just been given 
$10 million, the Pakistan Industrial Credit & Investment Corp. has 
just been given a loan for $10 million. 

There will be—PICIC, as the corporation is called—will be re- 
celving applications. I just don’t know how many they have got, 
private applications of their own. It may well be that they will 
recelve some applications for very large amounts and, in that event, 
the probability is that DLF will want to handle them directly, rather 
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than through PICIC. In other words, if somebody comes in With g 


$4 or $5 million loan, PICIC will probably not, or will not, make, | 
loan of that amount out of the $10 or $12 million that it has available | 


Mr. Meaper. I wonder if it would not be advisable to haye an 
example of some of the larger projects, both the public and private} 

Mr, Buntrina. Yes, sir. 

The largest is called the Karnafuli multipurpose developmen 
That is over in East Pakistan, and that totals $17.5 million. That is 
well underway. It won’t be long before they have two power gg». 
erators of 80,000 kilowatts. * 

Mr. Reppan. Do you know how long that has been underway, \p 
Bunting? ili 

Mr. Buntrne. I really am not absolutely certain. I think it hy 
been underway several years. ' 

Mr. FrrzGrravp. Could I interrupt here to say that the Karnafy} 
was started under the ECA auspices about 1954 or 1955 and the DER 
is picking up the last element of the cost, including particularly the 
cost of the generating system. ; 

Mr. Buntina. Yes. 

Mr. Meaper. I should not correct Dr. FitzGerald, but wasn’t tha 
FOA at that time? 

Mr. FirzGerap. Yes. 

Mr. Buntine. Another large one is the Punjab ground-water ree. 
lamation project of $15.2 million; and the West Pakistan high-tep. 
sion grid, $14.7 million, and then the West Pakistan secondary trans. 
mission grid of $23 million. Those are the largest ones, Mr. Congress. 
man. 

Then, in the private sector—you asked about that, too, I think~ 
these two loans I mentioned of $4.2 and $10 million for the Pakistan 
Industrial Credit & Investment Corp., and in addition to that ther 
is Sui gas purification plant of $2 million. 

Mr. Meaper. Is that gas plant all privately owned? 

Mr. Buntine. The Government has about 20 or 25 percent owner. 
ship in it, but it is largely private. 

Mr. Meaper. Have any DLF loans been made to any American 
firms or to the Pakistan subsidiaries of any American firms? 

Mr. Buntrine. I think not, sir. 

Mr. Meaper. Have any applications been made? 

Mr. Buntine. I don’t know of any. I think not. The oil com- 
panies, U.S. oil companies, are very much interested in the country 
and have been drilling or trying to locate oil there for some little 
time, several years, but they are doing that with their own money, 
to the best of my knowledge. 

Mr. FirzGrraup. Could I supplement in one respect the loans to 
this PICIC? This is a mixed corporation in which there is a small 
American participation. I don’t know how much it is, but two or 
three American banks and two or three American industrial com- 
panies have contributed to the capital of this corporation, and the 
World Bank, IBRD, has also made loans to this particular corpora 
tion. We are interested, and I think DLF is interested, in this kind 
of bank because it does permit (1) participation of other capital in- 
terests, and (2) generally they look at the banks, these development 


banks, as a way to get loans out to the smaller business communities, 
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the smaller loans. I believe you will find DLF generally is desirous 

of supporting sound development banks that can reloan to smaller 
iness enterprises. 

a Barry. That would tend to overcome one of the basic prob- 

Jems of administration in dealing with private concerns throughout 

the world. ; 

Mr. FrrzGeratp. That is very true, sir. ; 

Mr. Barry. Is this procedure that is practiced going to be recom- 
mended in other countries, or do you have it working, let me ask, in 
other countries ? Tr 

Mr. FrrzGeravp. It is working in some other countries. Mr. Hous- 
ton has a somewhat similar bank in India. I am not sure there are 
any others in this region. I am told Turkey has a very substantial 
bank of similar character. DLF has given emphasis to their inter- 
ast in this sort of an institution, through which to get to the smaller 
business community. 

Mr. Monacan. Is there one in Israel, too? 

Mr. FitzGeratp. Yes, sir. 

Mr. Haccerry. There is a bank in Israel which has had $10 mil- 
lion in loans up to this time. 

Mr. Hovston. In India we have both Export-Import loans and we 
also have substantial Development Loan Fund money. Export-Im- 
port Bank has allotted $150 million worth of loans; the DLF, to date, 
$195 million. When the Development Loan Fund was established in 
1957 by the Congress, it meant the end of the development assistance 
program in India. That went out, as you will remember. It meant 
that the only source they had of substantial economic aid was from 
the new Development Loan Fund. 

A great portion of the old development assistance program had 
been, quite frankly, commodity imports. They needed substantial 
amounts of food, of steel, things of that kind, so that India in its first 
applications could not stick too closely to the project concept of DLF. 
It is something they are working toward, but they have been rather 
slow about it because, with their very severe foreign exchange short- 
age, which started in early 1958, they had to have credit for importa- 
tion of items just to keep their industries going, and those industries 
at the time were largely in the private sector. 

They have applications in now for a total of $195.5 million. Here 
they are asking again for substantial assistance for the railways. As 
you probably know, the World Bank and ICA and DLF have given 
substantial amounts to the railways in India, which we consider as 
absolutely basic to all industrial progress, whether it is in the public 
or private sector. They have also been very much interested in the 
road transport. program. 

In the first $195 million they put a substantial amount into road 
transport. That involved the purchase of a great deal of American 
automotive equipment for trucks and vehicles, to bring them into 
India. 

In this next lot they are asking for machinery for various parts of 
the so-called private sector to the extent of $45 million. Then they 
have a great shortage of power. 

Mr. Mraper. If I may interrupt, out of the pending applications 
of $195.5 million, do you mean to say that $45 million of it is for 
the private sector and the balance is for the public sector ? 
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Mr. Housron. No. There are a number of things here. 

Mr. Mraper. I wondered if you could give us the kind of break. 
down Mr. Bunting did. 

Mr. Hovsron. I do not have it picked out exactly; machinery Sas 
million; road transport program, about two-thirds of that g0es ints 
the private sector. It goes into the private trucking and bus indus. 
tries. Power program. They are not all public; I think roughly 
fifth of them are private utilities. ee 

Then, I am sorry, I do not have the breakdown. We list the proj- 
ects. There are nine of them that are utility projects. I think thn 
of those are private utilities, which is rather an unusual departure fo; 
India, to be willing to help private utility concerns. 

They haven’t been willing to do that before. Then there has bee) 
some mention here of industrial finance organizations. They haye 
asked for $10 million for their Industrial Finance Corp. Then they 
are asking $8 million for another private sector unit, the Bhadravathi 
Steel Works. That is an $8 million application, and then all the reg 
are for public sector. I haven’t added those up. 

Mr. Monacan. These railroads are all public? 

Mr. Houston. They have been owned traditionally by the Gov. 
ernment from British days. There has been no change. 

Mr. Monacan. There has been a finding, I assume, that these proj: 
ects are economically feasible ? 

Mr. Housron. We do not recommend to the DLF that the loans be 
given unless they are economically feasible. India has done a good 
deal of work on their basic plans, as you are probably aware. They 
have a fairly limited amount of money, so they are not anxious to 
waste any money. I think you will find the caliber of public servants 
there high, so that when they do a survey it tends to be fairly nearly 
accurate. We check them, naturally. You asked about. the system 
used. The DLF does ask us for information or opinions about thes 
projects. We frequently make rather intensive surveys for the DLF, 

Mr. Reppan. Are there any allocations of DLF funds to India! 

Mr. Hovusron. Beg pardon ? 

Mr. Reppan. Is there any allocation of DLF funds to India? 

Mr. Houston. An allocation ? 

Mr. Reppan. Yes; a lump-sum allocation is what I mean. 

Mr. Houston. As I explained, the first year DLF came, DLF 
agreed that they would give India $100 million out of that first. appro- 
priation for DLF. However, India, some months before this, had 
submitted a very large list of projects and, for the first $100 million 
given by DLF, they picked up the highest priority projects from that 
original Indian Government list. In a sense, the DLF said, “We 
know your urgent need here. We will give you this amount of 
money,” but projects were immediately fitted to them and they were 
not projects which were dreamt up after DLF said they would give 
the money. 

Mr. Monacan. But they would not have been done with the same 
thoroughness that you would do it today on a project-by-project basis 

Mr. Hovsron. That is right. Now they are getting onto this pro; 
ect-by-project application. India is doing it that way, and it is@ 
system that DLF much prefers, of course. 

Mr. Monacan. That is required, naturally, by law. 
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Mr. Houston. Yes, sir. : re ; mitre pve sae 

Mr. Reppan. Who establishes the priority list, the list of priorities, 
apt 
vr. Houston. The Indian Government establishes its own priori- 
ties first. They will give DLF a list of 50 projects and put them in 
the order of their priority. That does not mean that the DLF would 
tick to that priority list or that we would recommend the same list. 
That has happened. Some things, we think, perhaps are more impor- 
ant than others. The Indian Government would say, “That is all 
right. Anything on the list that 1s financed that you are able to help 
ys with, we would be grateful for this amount of money,” so they do 
not object if we recommend changes. These are always a case of 
mutual cooperation between the two Governments. We do not push 
anything down their throats, nor they down ours. 

Mr, Monacan. If you had projects coming down today, you would 
set out the requirements and benefits to be obtained from the projects 
that were being recommended. 

Mr. Houston. That is right. 

Mr. Monacan. But that would not have been true in the specific 
detail at the time that you mentioned. 

Mr. Houston. In the early days, I think, with this completely new 
program it was not possible to do things in the detail that they are 
being done now. ; 

Mr. Monacan. May we move along to Yugoslavia ? 

Mr. Berensen. I am R. L. Berensen, Yugoslavia. 

Yugoslavia has outstanding now with Export-Import about $34 mil- 
lion. They have serviced their loans very well. I think the original 
loan from Export-Import some 9 or 10 years ago was about $55 million, 
and they paid it off, or they are paying it off. They are very disap- 
pointed that Export-Import won’t do any more business with them. 
and what the reason is I honestly do not know. 

Mr. Monacan. Those are repayable in dollars? 

Mr. Berensen. Those are repayable in dollars. 

Mr. Monacan. What was the purpose of the loans? 

Mr. Berensen. These loans were made for various projects in 
Yugoslavia and, frankly, sir, I cannot run them down because I just 
do not know exactly which projects they were. 

[have only been there for a short time. I have been in Yugoslavia 
now for 10 months, and these were made a long time ago. 

As far as DLF is concerned, in fiscal 1959, Yugoslavia got $36.5 
million DLF loans, and in 1960, in July, actually just over the wire, 
they got another $15 million, which makes a total of $55.1 million. 
These projects are all, in our opinion, economically sound projects. 
Two of them are in power. One of them, $22,500,000, is for a very 
large fertilizer plant; there is $5 million for diesel engines, and that 
I$ It. 

Mr. Monagan. Those are all, of course, public? 

Mr. Brrrnsen. The Yugoslavs don’t like to call them public. As 
you know, they have a special kind of corporation or setup. 

Mr. Monacan. But they are not private. 

Mr. Berensen. They will argue that point with you. They have 
a different setup than they have in other Iron Curtain countries where, 
in a sense, it is almost like a corporation. You might call it that, but 
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they have what they call a worker’s council, which in a sense jg some- 
thing like our board of directors. The workers sit on the couneil, 
They have a m: iunagement board. 

The enterprise gets the money from the central bank, from th 
investment bank. They run their own show. They compete with 
other businesses within Yugoslavia and they also compete in world 
markets outside so that they do not. like to have these called state 
enterprises. In fact, they are not. The decentralization of the econ. 
omy in Yugoslavia has been one of the, I think, heartening things jy 
development there because the state has not kept a tight ¢ control on 
these things. 

Mr. Monacan. They do not declare dividends for shareholders do 
they ? 

Mr. Berenson. They certainly do not do that. The only dividenq 
they get, a man might make a few extra dinars a month. 

Mr. Monacan. The worker benefits ? 

Mr. Berenson. He benefits, but it is in such a small way that jt 
really does not count. : 

Mr. Monacan. Are these all repayable in local currency? 

Mr. Berenson. No, sir. Each one of them is a little bit different 
but across the board I would say that two-thirds, let’s say, is the local 
currency and one-third in dollars. 

Of course. they like these, first, because they are long-term, second, 
because of the local currency repayment. However, their balance of 
payment situation has improved enormously. They are building up 
their export trade. They are trying to get their house in order 
They have settled their prewar debts with the United States and 
with other countries. Now, they feel, being a full-fledged member 
of the World Bank, that they are eligible for World Bank loans and 
the World Bank has got about $61 million in Y ugoslavia. 

They have asked us this year, they gave usa shopping list for DLF 
assistance. 

On a country team basis we are cutting it down to what we think 
is reasonable. 

Mr. Reuss. When you talk about cutting it down, exactly what do 
you mean? Does the lower amount become a firm commitment? 

Mr. Berenson. No. We do not discuss this with them at all. This 
is something we indicate to DLF that we think, based on their balance- 
of-payments position and based on our objectives in Yugoslavia, we 
feel that this is sufficient, at least in our opinion, to do the job that 
we have to do there. 

Mr. Reuss. By “sufficient,” you mean will cover enough valid and 
economically justifiable projec ts? 

Mr. Berenson. Yes, sir. 

One is that the reason we are there at all is to help Yugoslavians 
maintain independence from the Soviet bloc, which I think has been 
done successfully. 

Secondly, in doing this, you build up their economy, or help them 
to build up their economy to the degree that they won't. have to, ot 
there won’t be any question of being squeezed by the Soviets at aly 
time and also to show the other eastern bloc countries that by doing 
business with the West, that they can do it profitably w ithout inter: 
fering in their internal affairs. 
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In addition to the dollar import from DLF, we have an enormous 
amount of local currency which has been generated under Public Law 
480 and we apply these funds, local currency funds, or we try to apply 
these funds to those projects so that we use our local currency as well 

S. 
eer. aoe Have you had any disbursements under the loans as 
yet! nk aia il te, 
"Mr. Berenson. Yes. I think the only dollar disbursement so far 
has been about $3 million in the United States for the fertilizer plant. 
[ also think diesels have been bought and I think they were bought 
from General Motors. Iam not sure. 

Mr. FrrzGeravp. Yes. 7 

Mr. Meaver. Mr. Berenson, does DLF follow your advice on the re- 
lative priority of projects ¢ é a ; 

Mr. Berenson. Well, sir, the Yugoslavs submit. a priority list and 
they give you 1. 2. 3, 4, down to 10, and we In the USOM mission, 
although we do not have any real jurisdiction over what DLF does, 
we try to put in our 2 cents worth as to what we think about the 
priority. Some of the things they want to do, we don’t particularly 
feel has as high priority as something else, and we haven’t had the op- 
portunity yet to effectively say much to DLF because this Is & new 
thing. In this year’s presentation we are going to say to DLF what 
we think, at least give an opinion as to what we think from the point 
of view of priorities is most important. oe 

Mr, Meaver. Do you mean to say current applications are the first 
you have inspected, so that you think some projects should be sup- 
ported and supported earlier than others? 

Mr. Berenson. I think the projects DLF financed last year, I think 
even if we had the chance to put our 2 cents in, we probably would 
have picked the same projects that had been financed. 

They were the best projects. 

Mr. Meaper. You haven’t found that DLF has granted loans to 
projects that you felt were of inferior validity ? 

Mr. Berenson. No, sir. You will find most of the stuff the Yugo- 
slavs give you is sound. 

Mr, Hutchinson, this morning, told me that of all the countries, 
Yugoslavia, from the point. of view of making a package and making 
a presentation that makes sense, they do the best job and now they are 
hiring American firms to make the engineering studies for them and 
put this ina way that DLF can understand it. 

Mr. Meaper. I wonder if we shouldn’t go back to Pakistan and 
India in this matter of setting up a budget for a country. 

Mr. Berenson points out that Yugoslavia wanted many projects 
and he cut them down in recommended priorities. 

Mr. Berenson. I think we have a different problem, sir. 

Mr. Meaper. I wondered if this was general around the world and 
if the USOM missions were putting a kind of a ceiling on a country- 
wide basis for DLF loans. 

Mr. Houston. India’s first book amounted to over a billion dollars. 
It gets cut down. They say, “This is a list of things we would like 
to complete in our second 5-year plan.” At the time, they knew 
there was not a chance of getting that kind of money from the DLF. 
\ [tis more than the appropriation. They said, “This is a list of things 
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we need in priority order and we would be only too happy if ies 
would take any one of them, or whatever you can let us haye jn rela. 
tion to other countries.” 

Mr. Meaper. Do you send in to Washington, on a fiscal year basis 
from India, a budget or a ceiling of what you think DLF loans should 
not exceed ¢ 

Mr. Housron. As Dr. FitzGerald said earlier, not specifically Me 
DLF. We will submit figures saying, “We think that India wij 
have this kind of a deficit in its foreign exchange,” and various other 
things. You are familiar with our budget presentations. We cap. 
not say what we think DLF should give. Perhaps it would be better 
to have money come from Export-Import Bank or the World Bank 
but we just give a statement saying, “We think this is what Indig 
should have as a bare minimum to keep its economy going at a cer. 
tain rate.” ; 

Mr. Berenson. We do that, too. In our submission we say DLP 
or Export-Import. ; 

Mr. Monacan. Has there been designated a DLF liaison officer 
Mr, Berenson ¢ 

Mr. Berenson. Sir? 

Mr. Monaaan. I am asking whether or not the USOM Director has 
designated a member of the staff to DLF 4 

Mr. Berenson. Yes. I have a member of our staff designated 
DLF officer. 

Mr. Monaaan. Isn’t his function to go into some of these details we 
have been talking about ? 

Mr. Berenson. Yes. He digs deep. He goes in and discusses ql] 
kinds of questions, balance of payments, et cetera. 

Mr. Monacan. The economic feasibility of the loan, for example! 

Mr. Berenson. Yes, sir. We make an analysis of that and send it 
in. Actually, it is in our book as to why we feel the way we do, 

Mr. Monacan. It is a matter of practice with the Yugoslavian loans 
to buy American 100 percent, is it? 

Mr. Berenson. It seems to be. That is the trend at the moment and 
we are hoping, at least I do, they continue it. 

Mr. Monacan. It would be very interesting if they bought Com- 
munist to a large degree. 

Do you have any questions ? 

Mr. Reuss. I think when they are through. 

Mr. Monaaan. Mr. Barry ? 

Mr. Barry. I have no questions. 

Mr. Brenn. My name is Brenn, from Iran. 

About a year and a half ago the Iranian Government placed a 
request before the DLF of approximately $80 million worth of loan 
requests. Out of that the DLF selected approximately $47,500,000 in 
projects for which an agreement was signed; I believe, the 7th of 
last January for the execution. 

The projects selected were agriculture machinery: the large share 
of the program was road improvement, railroads, shops, a very small 
amount for an electric plant, municipal development, and a railroad 
station. 

There may have been one or two more. I am quoting this from | 
memory. | 
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There is one more application being favorably acted upon for some 
airfields which will complete the approval of the $47,500,000 request. 
The municipal development projects total $9.2 million and consist 
of three categories: pavements, electrical power supply, and water 
distribution system. All of this work in Iran is a part of their 7-year 
plan for country development, executed by their corporation called 
Plan Organization, and, if my memory is correct, we have disbursed 
about $28 million to date, and of the balance of their year the pro- 
a fp : Py, be —. » 99 , are 9 
oram would be $12 million. By “their year,” I mean by March 20 
ins of these projects, of course, extend over and beyond 1 year— 
roads, as an example, but the projects themselves are good. W e in 
the mission have examined them in conjunction with a Ford Founda- 
tion group of Harvard experts, advisers to them. These men were 
selected by Edward Mason, formerly head of the Graduate School 
Public Administration of Harvard, who also reviewed the overall 
Plan Organization work as well as evaluation of development to date 
and assist in advising on the next 7-year plan, 

On the road improvement program, the Ministry of Roads have 
hired, with their own dollars, 32 USBPR technicians to advise and 
help them in their construction work, to train contractors, to see that 
the work is carried out to a standard specification and assist in rede- 
signing in certain instances, or relocating certain segments of the 
road. 

The DLF has approved for next year $25 million in the form of a 
loan for a specific segment of road, a highway, and there are other 
loan applications in the mill, but I do not know the extent to which 
they have been evaluated. 

The municipal development ao in that case, the municipality, 
has to put up 50 percent of the cost from their own revenues and 
the other 50 percent is the DLF loan to Plan Organization. 

Overall, out of the country’s oil revenues, $130 million annually 
is allocated for development. That is the agreement reached with 
the World Bank. The two biggest lending organizations at present 
are the IBRD and the DLF. 

Mr. Monacan. These pavement, water supply, and water distribu- 
tion loans are all municipal; are they ? 

Mr, Brenn. Yes, sir. 

Mr. Monacan. Is the obligor the municipality or the country itself? 

Mr. Brenn. These are municipality, and when I say municipality 
I mean a town or city of over 7,000 in population. 

Mr. Monacan. Do we make the loan to the town itself ? 

Mr. Brenn. No, sir; we make it to the Government, and Plan Or- 
ganization makes it to the town, and they are responsible to the Plan 
Organization, and Plan Organization to the U.S. Government. 

Mr. Monacan. Are there any revenues that are allocated against 
the loan in any way? 

_ Mr. Brenn. The municipality gets revenues out of goods coming 

into the municipality and going out in certain tax money. That is 

where they get their 50 percent. The other 50 percent of the DLF 

loan does not come from their revenues to my knowledge. This is a 

country matching fund from the Government and will be repayable to 
48437—60 15 
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the United States out of their own revenues, the Gove 
at the agreed date. 

Mr. Monaean. How is the economic feasibility of these items 
determined ? , 

Mr. Brenn. The overall plan and priorities are established jp the 
office of the Prime Minister through a high economic council in their 
Government. 

Then they are referred tothe Plan Organization Planning Group of 
which the Harvard-Ford Foundation people are the advisers, They 
when the project gets to DLF, we in the mission are asked to comment 
onit. As I said, of about $80 million of projects originally submit 
we believed that this group I have just mentioned should have the 
top priority and it was agreed all around. . 

Mr. Monacan. How was the economic feasibility of these partiey. 
lar ones determined, by you or whoever in our governmental repre- 
sentation that determines it? 

Mr. Brenn. On the overall studies of the problems in the nation 
communications, mining, roads, and railroads are given the highest 
priority in order to increase the gross national product. There js 
great difficulty in moving crops to market, in getting fresh fruits 
et cetera, through a distribution system. There is spoilage. Food 
processing by private industry is now started. If they are going to 
get raw materials to their factories and handle the distribution after. 
ward, communications is basic and that is all agreed upon as one of 
our goals and objectives countrywide through our country team, 
headed by the Ambassador. 

Mr. Monacan. Was there any study of the benefits that are er. 
pected to be derived as far as dollars, or in financial terms, as a result 
of these improvements? 

Mr. Brenn. Each area has been studied that would be served by 
these roads; yes, sir, and the productivity, the present productivity is 
considered, as well as the future productivity. ; 

Mr. Monacan. So that a cost-benefit ratio has been established by 
your studies and given to the DLF? 

Mr. Brenn. Yes, sir; as well as we can determmine. 

In Iran we do not have such statistics that can be relied upon. We 
have to do this work ourselves and this is our best recommendation 
from our knowledge of production in the various areas. 

Mr. Monacan. Are there any of these DLF loans repayable in 
dollars? 

Mr. Brenn. Yes, sir. 

Mr. Monacan. What proportion, if you know? 

Mr. Brenn. I have forgotten. 

Mr. Monacan. Fifty percent, 25 percent? 

Mr. Brenn. I would say 50 percent or less. I have forgotten. 
That is in the terms of the loan. 

There is a portion in dollars. 

Mr. Reppan. Was there any objection from Export-Import Bank | 
to repayment of those loans in dollars? 

Mr. Brenn. Not tomy knowledge. This was discussed at the DLF | 
Board and I am sure that must have been agreed upon. I do not | 
know the amount. 

Mr. Reppan. You know of no objection expressed by Export-Import | 
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Mr. Brenn. I have heard no testimony of the meetings myself; no, 
ne Reppan. Have you heard of any objection on the part o Ex- 
ort-Import Bank to the repayment of DLF loans in dollars? 

Mr. Brenn. I have not. 

Mr. Monacan. Mr. Meader ? : 

Mr. Mraver. Mr. Brenn, as I understand it, all of your loans In 
Iran have been made to the Plan Organization, which is the organi- 
gation headed by Dr. Ebtehaj? 

Mr. Brenn. Formerly; yes, sir, He has resigned and Mr, Hedayat 
is now the Director and the function has been placed under the Office 
of the Prime Minister of the country so that Plan Organization now 
no longer operates as a separate entity reporting to the Shah, but. to 
the Prime Minister. 

Mr. Mrapver. When did Ebtehaj resign ? 

Mr. Brenn. About 5 months ago, as I recall, 4 or 5 months ago. He 
is now planning to go into the private banking business. 

Mr. Mraper. So really they are a hundred percent in the public 
sector, 0 to speak? — 

Mr. Brenn. Yes, sir. na 

Mr. Meaper. Many of your agreements in [ran contain provision 
that the Iranian pa would divest itself of ownership and 

it to private capital. 
‘die * aie even ieosiied the period of time within which that had 
to be done. Has there been any divestiture of the Plan Organiza- 
tion’s plants and factories? | . 

Mr. Brenn. There has been one rice-cleaning plant in one of the 
northern Provinces. ‘There is consideration being given by certain 

urchasers of some canning plants and smaller plants now. The 
| ones, such as textile plants, I have heard of no recent negoti- 
ations. ; 

Mr. Meaper. They have a sugar mill, too? 

Mr. Brenn. I believe they have two or three; yes. 

Mr. Meaver. Do I understand that no applications have been made 
from the private sector in Iran? 

Mr. Brenn. There had been some interest in purchasing these, and, 
as I say, there are some negotiations going on now on some of the 
smaller plants, but to my knowledge I do not know of negotiations 
on the sugar plants or the large textile mills for purchase by private 
interests. 

Mr. Mraper. Has there been any consideration of DLF assistance 
in effectuating a divestiture by financing or giving financial assist- 
ance to private borrowers ? 

Mr. Brenn. I know of no such plan, no, sir. 

Personally, I would like to see them sold directly across to pri- 
vate industry myself, and there, again, that evolves into a problem 
of a management, sound management board of directors from private 
industry where you do not have that by the people who have money 
to buy them at the moment, but these are the things that are in- 
volved in the sale to private industry. 
ei Meaper. The effect of this change in the relationship of the 


an Organization being less independent and under the Minister-—— 
Mr. Brenn. The Prime Minister. 
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Mr. Mraper. Is to integrate its commercial and business oper, 
tions more closely into the Government itself, we might say—or | 
might say, you don’t have to—is a step in the direction of socialism) 

Mr. Brenn. The solution that it was hoped this new arrangemen 
would provide relates to the overall country budget in the develop. 
ment of the country, bringing together all components of the Goy : 
ment expending the revenues. 

For instance, whatever the military costs are is one segment, Play 
Organization was another, and the Ministers in the services, health 
education, agriculture, comprise another group. This is q sten 
toward unified program planning and budgetary expenditure control 

Mr. Meaper. Would you say the likelihood of developing a privat 
capital economy in Iran has been helped or harmed by this chang 
in the relationship of the Plan Organization ? | 

Mr. Brenn. I have only been in Iran about 18 months but shortly 
before I came there were 2,800 private businesses of various sige: 
There are now 5,000, so without getting into the capital assets, I would 
say it has not damaged, but I believe that it would be a good ide, 
definitely to get the Government-owned plants to the private sectop 
as soon as possible and we are giving every encouragement, 

Mr. Meaper. Thank you. 

Mr. Brenn. Dr. FitzGerald just just called my attention to ap. 
other loan of DLF recently of $5.2 million to the Industrial Bank 
This Industry Bank is established to help the private sector in the 
form of credit and loans. 

Mr. Monacan. May I ask a question? In other words, this $5 mil- 
lion would be loaned out to other individual projects which would 
be less than $5 million ? 

Mr. Brenn. Yes. These are projects where a man wants to go to 
a bank and borrow 30 percent of his overall capital, to start up a 
leather industry or bankable business in the private section. 

Mr. Monacan. To what extent would you have control over the 
terms of the loan that was made to the individual ? 

Mr. Brenn. We do not have control, but under the criteria of loans 
by this bank, the DLF has established their criteria, which meets, ot 
rather the bank criteria meets the DLF criteria on the type of loans, | 
to whom, et cetera. 

Mr. Monacan. What would the interest rate be for the bank loans! 

Mr. Brenn. The interest rate, the normal interest rate now of the 
bank is 6 percent and this bank is just getting organized, since this 
loan was just recently concluded. 

I have not seen their brochures on interest rates. 

Mr. Monacan. So the DLF would be lending at 314 percent? 

Mr. Brenn. I do not know, sir, what. their loan rate is. I only 
know the amount. 

Mr. FrrzGrratp. The loan to this borrower will be at the commer 
cial rate, 534, to 6 percent or whatever the appropriate rate is. Ther 
is in the Development Loan Agreement with the borrower some pI | 
vision for markup on relending. I don’t have the details myself but | 
I believe there is a provision for markup but the loan to the bank wil 
be at about 534. 

Mr. Monaaan. Mr. Barry? 
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Mr. Barry. Are you familiar with the special assistance loan of 
g9.100,000 made in connection with the Purkey-Iran Railroad and the 
g200,000, I believe, appropriated for rendering of a report and $1.9 

hi remaining * 
ae Binxy. I am only familiar as related to the work of the 
CENTO on that, of which Mr. McDonald has informed me and 
kept me informed on a day-by-day or weekly correspondence as these 
negotiations have developed. his is what I think you call the Rich- 
ards money. I have forgotten just where it came from. I have gone 
over the area. J am very familiar with the portion of the country 
where this railroad will be extended, 40-odd kilometers, and this is 
in Azerbaijan, north of Lake Rezaieh. This is a producing country 
of grain, grapes, some tobacco and some cotton, and there is no fa- 
cility there now for getting these crops through their distribution sys- 
tem. This is a good project and I certainly highly recommend it. 

Mr. Barry. How do you feel about a road up there rather than a 
railroad? ~Do you have any views? 

Mr. Brenn. The railroad is already constructed from Meshed 
through Tehran; that is, from the eastern end of the country to the 
capital city to the western terminus north and west of I abriz. This 
is an extension of that railroad so that distribution of the products 
there will have a good system. 

Mr. Barry. Do you feel that this railroad would justify itself 
from the standpoint of getting raw materials from Iran or produce 
from Iran into Eastern Europe? I understand there is no other 
route at the present time unless you go through Russian-occupied 
terrain; is that correct ? 

Mr. Brenn. My answer is “yes.” It would facilitate not only from 
the immediate area, but from the areas to the south which would be 
connected by roads in some cases or if they cared to extend the 
railroad. 

Mr. Barry. To the south, do you mean the south in Iran ? 

Mr. Brenn. Yes, because this particular part where this railroad 
extends, this province, provides most of the foodstuff, grain, for 
most of Iran. 

It isa very rich, fertile area. 

Mr. Barry. This railroad mostly goes through Turkey. How do 
you think that would provide Iran? Do you think products coming 
from Turkey would come in this way and down into the fertile 
area ? 

Mr. FirzGeratp. Mr. Brenn is talking only about a 40-kilometer 
extension of the existing road, and not of the entire road. There 
may be confusion here. He is not talking of the entire international 
road. Your questions were directed, I think, at the entire road and 
Mr. Brenn was answering in terms of an extension, which would not 
connect with anything but which would open up this particular agri- 
cultural territory for movement south, not west—south through 
Tehran and if necessary, out into the Caspian Sea. 

Mr. Barry. In other words, the road being constructed now will 
aid, regardless of whether extension of the road through Turkey is 
completed ? 

Mr. Brenn. Yes, sir. I was thinking in terms of that when you 
said $1.9 million, because that is this segment. 
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Mr. Barry. Are there any products that would be generated ; 
this area or south that would find their natural outlet through Turke 
were this road to be completed ? mT 

Mr. Brenn. It would be possible for them to go, yes, but there i 
also a need for the same products, a certain amount, within Iran, With. 
in their own economy through this distribution system so the economy | 
justification is not only for import and export into and from Tray 
but also for their local distribution system. 

Mr. Barry. Are there any products to your knowledge from Tur. 
key that are required in this northern part of Iran or the part of 
Iran where this railroad would serve ? 

Mr. Brenn. I have not studied the economy of Turkey, I am sorry 
I wouldn’t be qualified to answer. . 

Mr. Barry. Is there a great deal of trade between the two coun 
tries in that area now ? 

Mr. Brenn. Not at the present time to my knowledge. There js 
some trade, but I do not know how much. I do not know how they 
would get the goods exchanged without either a road or a railroad. 

Mr. Barry. Is the railroad system we have helped through past 
loans completed or in some state of development ? 

Mr. Brenn. All the roads are either completed or in the state of 
being completed. There are many contracts going on at the same 
time over the country. 

Mr. Barry. What has happened to the railroad system because of 
the road construction ? 

Mr. Brenn. The roads do not parallel the railroads in most areas, 

Mr. Barry. So there has not been a slough off in the railroad busi- 
ness because of the construction of the roads that have thus far been 
built ? 

Mr. Brenn. No. The railroad is from Meshed on the east across 
to Tabriz on the west and from Tehran south to Khorramshar and 
this other road net is all of the rest of the country. 

Mr. Barry. You don’t feel it would be inconsistent with proper 
planning for the future if railroads were considered today in this 
area of the world as a proper forward look? 

Mr. Brenn. I would agree the railroad is a proper forward look. 

Mr. Barry. Yes. 

Mr. Monacan. Mr. Reuss has a few questions. 

Mr. Reuss. I have some questions that maybe Dr. FitzGerald may 
want to take a crack at. You will excuse my absence of a voice today, 

I am concerned with the practice of DLF, in some areas, of approv- 
ing and committing itself not just for specific projects, but for a given 
sum of money. I am told, for instance, in Turkey we have issued 
commitment for $37,500,000 worth of projects without specifying 
within that what the projects shall be. 

To what extent is this true elsewhere? I think it is true in Israd 
and may be true in other places. 


General Rury. I do not believe that statement is true for Turkey. 


Mr. Reuss. Would you straighten me out? 

Mr. FrrzGrratp. There have been a limited number of reservations 
made by the DLF, of which I personally—General Riley may dis 
agree with me but I would personally put Turkey in one of thes 
where it was said to Turkey in connection with the very important 
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development of T urkey, namely, the stabilization effort that they are 
now undertaking, “We will set aside for you in the DLF $37,500,000, 
but you get it, of course, only if you submit a satisfactory, sound, 
properly engineered and justified project,” and there have been a few 
cases. 1 would say the first Indian was one, Turkey, I would say, 
was one, the Philippines was one, Argentina was another—I think 
about a half dozen altogether. am 

Mr. Reuss. I have some idea that Israel is included or has done 
this. . og 

Mr. Haccerty. I would say the first one is in that category. 

Mr. FrrzGrratp. There is a reservation for Lebanon that was not 

cen up. 

- es What about Iran? ; 

Mr. FrrzGrravp. Iran would be the same thing, the first loan in 
Tran. , 

Mr. Reuss. That is about it? 

Mr. FrrzGeravp. Yes. 

Mr. Meaper. How about Mr. Berenson’s mention of Yugoslavia ? 

Mr. FrrzGeraup. This is a different type arrangement, based upon 
the selection out of a number of projects. b 

Mr. Revss. Mr. Berenson, as I recall, definitely said the Yugoslav 
Government was not told about the amount. 

Mr. Berenson. That is right. 

Mr. Reuss. I would like to think out loud with you about the wis- 
dom of doing it this way. I guess there may be a legal question in- 
volved as to whether the statutory phrase “projects and programs” 
lets you do this, but I am more concerned with whether it is a good 
way of administering our DLF. 

I can see as an advantage of it that it does enable the recipient 
country to plan better. Would you agree with that? 

Mr. FrrzGeraup. Yes. It has advantage, Mr. Reuss. 

Mr. Revss. And some of the disadvantages which occur to me, 
valid or invalid, and I would like your thought on them, it may en- 
courage the ultimate approval of projects which really are not first 
rate which we would not have approved on their own bottom but 
which we tend to approve because, after all, we have allocated $50 
or $100 million to country X and they have not been able to come 
through with something definite for a year or two or three so we 
might be tempted to say, “All right, we will let this marginal project 
go through.” 

Secondly, it does tend to immobilize funds if we cut them this early 
in the stage. It means in that particular year at least it means an- 
other country, which might be very necessitous, can’t get it. 

Are those two disadvantages real ones? 

Mr. FrrzGrratp. They are potential disadvantages. There is no 
question about it. I do not believe that in either instance they have 
actually materialized so far and perhaps it might be noted the DLF 
did, for reasons which were felt compelling at the time, set aside 
some $12 million in funds for use by Lebanon and Lebanon never got 
around to sending in really well-considered and justified and sound 
projects and, in due course, I think after about 8 months or something 
like that, they just removed the earmark and we told Lebanon they 
hadn’t gotten around so we would use the money for other purposes 
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that were more urgent at the present time. They have one small Jo 
1 think, now. 

Mr. Larprncorr. No loans were actually made. Some are under | 
consideration. . 

Mr. FrrzGerarp. It does tend to immobilize funds, sir. 

Mr. Reuss. By and large, I should think it would be ordinarily | 
extremely difficult to call off a commitment which we had made, It 
seems to have been done in Lebanon, but I would not like to try it 
very often. 7 

Mr. FrrzGrravp. IT am sure the committee realizes that. these egp. 
markings are exceptions, There have been maybe six or eight in th 
3 years the program has been running and they were less frequent jy 
the last year or so. 

Mr. Reuss. Is it not possible to develop a device less decisive than g 
letter of commitment, but which would assist the country in planning! 
I suspect in Yugoslavia that the Government in the case you put 
probably has some idea about what it is going to get and it can cut jt 
cloth to fit its suit accordingly. 

I am wondering if that isn’t a pretty good way of doing it, if you do | 
not accomplish the best of both worlds by doing that. \ 

Mr. Berenson. I wouldn’t say that in the case of Yugoslavia, | 
don’t know about the other part. There has been a big switchover ip 
my country of the whole type of aid. The basic aid has been Public 
Law 480 and it has been in the neighborhood of $100 million for some 
time. 

Now, they are within their own agricultural means, and they have 
enough wheat this year. 

Last year they had a million tons. This year they won’t get any 
from us. The emphasis is changed so now they say to us, “We do not 
want any more Public Law 480, but we would like to change the | 
emphasis to something like DLF.” 

I don’t think they have any idea what is up our sleeve at the moment 
and they are hoping this magic figure of $100 million is still going to 
be, although we made it clear to them that that is not. 


‘a, 


Mr. FirzGeraup. From the point of view of the countries, there ar | 


real advantages in having some sort of a planning figure. There is 
no question about it. 

Mr. Reuss. The point I was making was this: Can they not be given 
some sort of a reasonable target figure without committing us so def- 
nitely that we get into the box where we may someday later have to 
pass marginal projects? 

Mr. FrrzGerarp. It is always kind of difficult to be a little bit preg- 
nant for long, at least. If you tell a country, “Here is $50 million; of 
course it is only for planning purposes and you cannot count on it! 
and you put in all the reservations that you can, the reservations seem 
to get: lost along the line, you know, and the $50 million is the thing 
that everybody in the country remembers. Some of our Directors who 


are here can comment perhaps more feelingly on this than I can be | 


cause they have had more direct experience. 
It would be highly desirable and in a fairly sophisticated country, 
sir, where there is a kind of a—shall we say—a western attitude of 


mind and a western mentality, this is possible and I think in many re | 


spects desirable. I would have some very real questions in some other 


context. Iam thinking of so many of these underdeveloped countries | 
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Mr. Reuss. Might I ask Mr. Barrows if he would care to add any- 

his? 
ies + hai I think you might examine into what leads us to 
make this type of advance commitment. It is generally a special 
situation like the Turkish stabilization situation or like the help to 
Tran following the coup in Iraq where some general assurances met 
, very definite need. I have thought quite a bit about how the aid 
rogram might evolve, and this type of question has been asked : Can 
the DLF restrict itself to a st rictly project approach with no advance 
commitments and no loans made for general lists of imports, such as 
¢9) million worth of steel for India, as an example, one which in a 
sense is a project and in another sense is simply a balance-of-payments 
loan? I think it could do that only if the U.S. Government is armed 
with the other instruments that it now has for dealing with other 
kinds of situations such as special assistance and defense support. 
But if in the evolution of the aid program, if we have one in the 
future, those are eliminated, then, I think, you will have to manage 
DLF on this kind of basis. I don’t believe you can avoid it. I think 
whoever is trying to dea] with these problems on the administrative 
side would meet one situation after another where commitments have 
to be made. 

Mr. Reuss. When that is done, however, Congress, in order to be 
honest with itself, probably ought to amend the law to permit that 
kind of flexible administration. 

Mr. Barrows. Of course, you are a lawyer and I am not, but my 
impression is that an adequate discussion like this, building proper 
legislative history would be sufficient. Maybe another definition 
would be desirable, but I don’t know which way this is moving. We 
have just been, within the ICA, working on some general paper 
on this very question—what should be the limitations within which 
the DLF should operate? Another example is: Should they make a 
loan which is intended to meet the local currency requirements of a 
country? Occasionally they have done that, I believe. I cannot 
think of an illustration. I believe they have to. In some situations 
we may want to provide local currency. If we had no other source, I 
suppose they would include it in the loan. 

Mr. Revss. Thank you very much. 

I think I should ask General Riley if he wants to take up that dis- 
tinction about the Turkish program or if Dr. FitzGerald has covered 
it? 

General Riney. He has covered it. What I was implying, if we got 
back to a $37,500,000 figure for the special projects, but we had about 
$56 million of projects that we had thought would work out so we got 
back to that figure of $37,500,000 by cutting back on $20 million of 
projects we felt. were OK but that the Turks had not come up with 
sufficient data to really push it to the $57,500,000. 

Mr. Reuss. Thank you. 

Mr. Monacan. Do any of you gentlemen have any further sugges- 
tions or statements that you would like to make while we are still 
here ? 

Mr. Houston. Sir, I have one. I think the feeling prevails that the 
Congress would like to see the DLF make the total amount available 
or a total project rather than to go on a year-to-year appropriation 
or allotment: basis. 
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I think that is causing some difficulty. I know it is in India With 
unspent funds because as they say, if instead of—take five projects f 
which DLF provides the total financing through maybe 4 or 5 wide 
if they would provide us with the amount of the first year expend | 
tures on 10 projects, we could then get them going. Of course th 
answer is perhaps DLF won’t have the money next year. Indias 
point is that these projects will be done anyway, even if it takes jy 
20 years to accumulate the money, but with your assistance, Which 
you so generously give us, we could get along faster with more of oy 
planning if we could have just amounts of money for 1 year costs fy 
these various major projects. 

I don’t know the law. It is not quite clear. 

Mr. Barry. You might be aware that the President’s request. was 
for 3-year accommodation to the DLF. 

Mr. Houston. I am not talking about that. I think the DLF people 
feel that you would like to see total allotment of funds for total 
projects. 

Mr. Barry. It all backs up tothat. If Congress has authorized the 
amounts in the future years, then DLF should do that, too, but with. 
out the Congress authorization they certainly are not going to do it 
What I was saying to you was that the President in his recommends. 
tion to the Congress recommended, I believe, it was $1,200 million 
a 3-year basis to DLF and then the thing was batted around in th 
Congress and came out only on a 1-year basis. 

Mr. Houston. Actually, what I am talking about is the way th 
DLF allots money to projects, you see. ; 

Mr. Barry. We are writing a legislative history here and I an 
getting something into the record to show that the President’s recom. 
mendations to put this on a 3-year basis would fit into exactly what you 
are saying here. 

Mr. Monagcan. I do not think that is an exact statement of th 
budget as it came to us in the Congress. 

Mr. Reuss. I think the facts were that a year ago Mr. Dulles, Mr. 
Dillon, Mr. Herter, and others made a number of speeches which said 
that the DLF should be set up on at least a 3- to 5-year basis forat 
least a billion a year, but when the budget recommendation came in, 
when the budget was sent up by the President, that was forgotten. It 
was just for 1 year and I believe $700 million. However, this iss 
matter of record and I think the record can speak for itself. 

Mr. Barry. Certainly the record shows that it is better to put this 
on a 3- to 5-year basis than to put it on a 1-year basis, regardless of 
whether it was recommended by the Bureau of the Budget or whether 
it was a matter of differences in office. 

Mr. Meaper. Senator Fulbright made some more liberal recom- 
mendations than anybody. 

Mr. Monaaan. It is a question of the backdoor approach to the | 
Treasury and all that business. I do not think we have any point 
getting into that except that the point has been made here that some 
thing might be said for a longer planning period. 

Mr. Reuss. Can’t we stipulate that if foreign aid is shown by the 
Gallup poll currently to be unpopular we will agree it was the Pres: 
dent’s recommendation; if it is popular we will say it is Fulbright’ 


. : 2. ret 
Mr. Houston. Sir, I think you don’t understand what my original tic 


point was. 
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Mr. Barry. We did. 

Mr. Houston. It is not what you are saying, sir. 

Mr. Barry. We are getting some background. We have been 
through a fight on this in Congress for the last month and some of it 
is coming out here. 

Mr. Monacan. Are there any other gentlemen who would like to say 

thing ? 

a I wondered when Mr. Barrows was talking, whether 
either Mr. FitzGerald or Mr. Barrows or any of the other gentlemen 
had any information or any light that, they could shed on what ap- 
peared in the paper since we left Washington, that it is now a policy 
of our Government to encourage some of the other countries like Ger- 
many and Great Britain to take some of this economic-aid load off our 
shoulders. 

Mr. FrrzGeratp. I am not aware of the particular piece of informa- 
tion which came to your attention, sir, but the administration has for 
several months been encouraging, in some respects quite strongly, 
encouraging some of the Western European countries to undertake 
and provide more help in many of these underdeveloped areas, I 
think with some initial beginnings of success. West Germany is 
quite active in this field. I saw a day or two ago they just reached 
anagreement with Greece with some $40 or $50 million worth of credit 
and West Germany has been through this. I think Dr. Erhard has 
been through most of these countries out here. 

He is very strongly in favor of private initiative; very strongly in 
favor of a balanced budget. I think he went through part of this 
country and lectured these countries in a way which made them quite 
unhappy in the first instance, but probably did them good in the long 
run. 

There have been other considerations, as I am sure you gentlemen 
know. I think the International Development Association, IDA, will 
get quite an airing at the forthcoming IBRD and IMF meeting in 
Washington, which will take place in the coming month. The execu- 
tive branch has been exploring with other underdeveloped countries 
the possibility of establishing an International Development Asso- 
ciation, which would formalize and I think put a good deal more pres- 
sure on other more advanced countries to contribute money multilat- 
erally to funds for assistance of the less developed parts of the world. 

Mr. Barry. Who has contributed to IDA ? 

Mr. FrrzGeratp. There are no contributions to IDA yet. It has not 
been organized and has not been agreed to. There is no international 
convention with respect to it and there were no submissions for its 
consideration. It was recommended in more modified form by Senator 
Monroney, of Oklahoma. It has been picked up since that time and 
has been given quite a bit of consideration in many circles and I think 
we will get quite a bit of public discussion at the forthcoming inter- 
national meetings. 

The Inter-American Bank is another development, sir, which has 
some modest effect in getting contributions from other than the Amer- 
lean taxpayer. That was approved, of course, by the Congress this 
last session, and is in the process of being organized now and it will 


require contributions from all the Latin countries who want to par- 
ticipate in it. 











296 DEVELOPMENT LOAN FUND 


a 


Mr. Mraper. Following that, Dr. FitzGerald, if these banks are gg | 


up and take off some of the burden that has been carried, and if the 
Development Loan Fund, where we have gone into lending rath 
than grants, cuts down the workload, what plans is ICA making fy 
adjusting personnel and other administrative expenditures? ~ 


Mr. FrrzGeraup. Well, on the personnel and administrative ex. | 


penditure side, sir, the big load in ICA is in the technical assistance, the 
Point Four program. That is where our people are in the field, very 
largely. That is where our manpower is largely located and that js 
where our administrative expenses are largely located. ; 

Now, I don’t think, sir, that the Inter-American Bank or the Tnter. 
national Development Association will impinge on or take over much 
of the load in this technical field. It may take over some and, jf } 
does, we would be very happy about it. We find the technical Jog 
pretty heavy, but the institutions that are being considered now ap 
largely for the purpose of providing capital rather than the personal 
services or the technical assistance. 

For example, this is in a little different field, but last year we pro- 


vided technical training for around 10,000 nationals from under. | 


developed countries. About 6,000 or 7,000 of those came to the United 
States; some went to Western Europe; some went to Japan. Of 
course, there was a certain amount of administrative workload jy 


handling that sort of program. I do not see these new organizations | 


taking that job over in any magnitude or of avoiding the necessity of 
doing it. In fact, my own personal conviction is that there is the 
danger that we are going to have more capital than we have people to 
handle. This is an exaggeration, perhaps, but I feel, and I hope some 
of my Directors here will either confirm or deny this, but I think one 
of the biggest shortages in many of these underdeveloped countries is 
trained manpower in all fields, not only in governmental fields, but 
in the business fields, and across the board and where I would like to 
see, or where I think even more emphasis should be placed in the years 
ahead, is in training manpower. You have got to have trained ma: 
power before you can make effective use of physical resources and 
capital. 

To answer the question, to go a long way around to answer a very 
simple question, I don’t see these organizations taking much of the 
load where our big administrative expense and large numbers of peo: 
ple are. 

Mr. Kircuen. In some instances it is in the reverse. We find we 
are picking up more workload in assisting the Government to explore 
other sources of financing than we had before they were ever available 
and, if you want to be sure of the feasibility of an activity, it is ex 
tremely important to get in on the ground floor. You may very wel 
have that kind of an operation. 

Mr. Monacan. If there are no further questions, I would like to 
close by asking for a show of hands on three questions: First of all 
how many think that the DLF is an effective instrumentality! 
Everyone feels that. How many would be in favor of its expansion: 

Mr. Houston. In what way, sir? 

Mr. Monacan. I mean financial expansion. Is there anyone who 
would oppose that? 

Mr. Krrcnen. You don’t give us any alternative. 
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Mr. Monacan. What? vr. . ae 

Mr. KircHen. Y ou answered it by not giving us any alternative. 

Mr. Monacan. Either expand it or not expand it is the alternative. 

Mr. FirzGerap. I believe what he meant was, Are you thinking of 
wi ansion, per se, or are you thinking of expansion - substitution 
for, for example, special assistance or defense support ! . 

Mr. Monacan. That is the next question. What is the answer to 
the next question? Are you in favor of expanding it even though it 
might cet a eee of the defense support? Or can you answel 

asily as that ‘ 
Yee terme. I think this depends on what you do with the ques- 
tion which Mr. Barrows raised a little earlier—what kind of animal 
is this going to be—before you expand it. 

Mr. Barrows. Mr. Chairman, we are exploring some of these things 
ourselves in this meeting. One of them is—I am going to ask some- 
body who has more authority than I have—whether we are out of the 
business of making mutual security loans. If loans, as such, are & 
wood thing—and I believe they are—when we have a situation to 
meet which calls not for a project, but for more general economic aid, 
should we make it on a loan basis? We used to do that, but since 
DLF came along I do not believe we have made any MSP loans. 

Mr. FrrzGreravp. Very few. 

Mr. Barrows. The question in my mind Is -I would hope the idea 
wouldn’t grow up that the DLF is the only instrumentality for mak- 
ing local-currency repayable loans. ‘They have the power and author- 
ityinlaw. We just haven’t used it recently. 

“Mr. Buntrnc. We do make local currency now. 

Mr. Barrows. I mean dollar loans repayable with local currency. 
I think, to answer that question personally, I believe we need a com- 
bination of instruments. Whether this is precisely the right combina- 
tion, that is one thing that is worried about in the appropriation 
process every year. I do not believe we can get along to deal with 
the kind of problems we are pretty sure to have to face with only a 
project lending instrumentality like the DLF, useful though it is. So 
it is hard to answer whether it should be expanded, certainly whether 
itshould be substituted. I don’t think it can substitute for everything 
we are now doing with these other funds without getting us into the 
kind of criticism that Mr. Reuss was suggesting in his questions. 

Mr. Monacan. Gentlemen, we certainly appreciate your coming 
here. It has given us a much broader picture than we ever anticipated 
getting in such a brief time when we started out. Weare glad to have 
your points of view. You can be sure that. we will carry them back 
with us. We cannot make any guarantees about what the disposition 
will be, but it has been a pleasure to have you. Thank you very much 
for coming. 

Mr. FirzGeratp. We have enjoyed coming. 

(Whereupon, at 5:12 p.m., the hearing was recessed, to reconvene 
at 5:20 p.m. the same day. ) 








EVENING SESSION 


Mr. Monacan. The hearing will be in order. 

General, we don’t want. to delay you unduly. You have been very 
kind. We have covered a lot of ground here today. It has been my 
feeling that perhaps there might be some phases of this matter that 
you would like to comment on or some way that you can help us in 
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this examination of the DLF program and the Export-Import Bank 
program that we are making at the present time. I wonder if vou 
wouldn’t have some observations you would care to make? ; 


STATEMENT OF LT. GEN. WILLIAM B. RILEY (RETIRED), Dippy 


TOR, U.S. OPERATIONS MISSION, ANKARA, TURKEY, Accoy. 
PANIED BY E. G. BURLAND, INDUSTRY OFFICER 


General Riney. I don’t know just how far Burland and the other 
witnesses went this morning, but I would say in general in Turkey 
there has been a coordination of effort between DLF and the USOM 
DLF has sent a number of teams out here. They have gone into proj 
ects before they discussed the project with the Turkish Government 
They have generally gone over the project with us as to how it fix 
into the whole economic problem. 

Certainly, since the stabilization program in Turkey, August 4 
1958, there has been a continued discussion or correspondence with 
DLF in Washington, and in every project I think we have talked th 
economic side, which they would then fit their program into. 

You have the Zonguldak mine. It ties into not only the political 
but the economic situation in Turkey itself because if we can, throug) 

4s : > ; - 
the Development Loan Fund, bring the production of coal up to about 
{ million tons a year on a continuing basis, it in turn resolves many 
problems internally. The railroads are dependent on coal, industry 
on coal, many other phases in the public and private sectors, and » 
it is something that we in the mission have talked for from the yery 
beginning and up to the time the DLF came into being, we were car. 
rying the Zonguldak project through the defense support aid but from 
the time that DLF came into being, we have made no loans, hap 
made no grants that deal with a public or private sector. | 

As for the Export-Import Bank, the forestry project, which I think 
is one of the most important for Turkey because it will eliminateal 
imports of wood and will put them in a position of being an exporter 
of lumber to the tune of 200,000 cubic meters of lumber, I say, within 
a period of 2 years. That was an Export-Import loan. I do not think 
it has moved past the full stage. 

Mr. Burianp. It is now being implemented. There has been ap- 
proval of the loan and the first stage is now being implemented. 

Mr. Reppan. Did you say it was a reforestation program? 

General Ritry. Well, the reforestation comes with the cutting of 
the lumber, timber that they have here in this country. When! 
came here 4 years ago, 4 years or more ago, they were importing 60); 
000 cubic meters of lumber. There was a feeling, a school of thought, 
that you cannot cut lumber or timber in any forest. 

However, during that period they have been losing in the neighbor. 
hood of 100,000 cubic meters of rotted timber, so, if they can get into 


what they have got aboveground and in time get into undergrount, | 
I say that the whole situation here in the economic field can chang | 


overnight. 
Mr. Monacan. Do I understand that the purpose of this loan istt 
do the reforestation after the wood has been taken out? 
General Rizxy. No. Through this loan they will get their equip 


ment. for cutting, for trimming, for building of the roads to get the 


timber out. 
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Mr. Barry. But there is a plan of reforestation to go along com- 
mensurate arith this, so their net will not be a loss at any given year; 
‘s that right 
: a Ruy. Absolutely. 

Mr. Meaver. But that is not financed by any loan, that 

station ? 
ee Enczr. The reforestation is not financed. That is some- 
thing that Turkey takes care of itself, but it is part of the planned 
a can. How large is this loan ? ai! ] 

Mr. Burtanv. The total loan is $8 million, but the first amount is 
$4 million for the access roads and to see how the program progresses. 
It follows along the plan procedures. First, the access roads; then 
the cutting and the milling and transportation out. ‘ 

Mr. Monacan. There have been no problems as far as the admin- 
istration of this program? I am now talking about Development 
Loan. There were no problems, as far as administration of DLF is 
concerned, between the mission and Washington ? 

Mr. Burtanp. Except we thought it was moving a little too slowly. 

Mr. Monacan. The approval of applications ? 

Mr. Burtann. Yes. f 

Mr. Monacan. But there have been no difficulties as far as lines of 
authority ? 

Mr. Burtanp. None at all. 

Mr. Monacan. Or administrative decisions or anything like that? 

General Riney. No, sir; I have never dealt with a group that saw 
the picture as we see it here in Turkey. 

Mr. Monacan. General, this railroad loan we have been talking 
about wasn’t under really local jurisdiction as far as you are 
concerned ? 

General Riney. No. It started originally when the Baghdad Pact 
headquarters was in Iraq, and then, when they transferred the 
Baghdad Pact to Ankara, then John McDonald came out and carried 
that operation. 

Mr. Monacan. Are there any further questions? If not, thank 
you very much, General. Weappreciate it. 

General Rirey. I take it Mr. Burland and Mr. Nelson did a good 
job this morning. 

Mr. Monacan. They gave us a most thorough coverage and we were 
very much pleased and impressed with the way they did it. They 
are to be complimented for the presentation they made. Even though 
we regretted not having you, you were adequately represented. 

Mr. Barry. I would like to say one word, Mr. Chairman. I think 
that what you have suggested here may be probably the most im- 
portant thing, having to do with the future economic development 
of the nation—to get what is under the ground and get it out so you 
can use it, and get what is on the ground in such form it can be used, 
and then reconstitute the land with small little seedlings so that they 
can have another forest to cut down in the future. 

General Rirry. Yes. 

Mr. Barry. Basically, from my short observation here, there is no 
real contribution that the country is making in the world toward the 
development of basic resources: is that correct ? 
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General Ritey. That is correct. 

Mr. Barry. And this would be a start in that direction; js that 
correct ? 

General Rizr. It is the key to the economic situation in Turkey 

Mr. Barry. And this mining matter that is also being reviewed 
presently with a small loan is another key to further open another 
door to increase basic resources in the nation ? 

General Ritey. Yes, sir. 

Mr. Barry. And the railroad is to help bring these products oy 
and to generate commerce between Iran and Turkey and within Ty. 
key itself. As part of a package, do you think this would do a great 
deal toward putting Turkey in a better relation with other countries! 
I cannot say Asia or Europe. Let’s say in better relation to its 
neighbors ? 

General Rirxy. Right through the Middle East. 

Mr. Barry. Through the Middle East? 

General Ritey. I just say Middle East, but even on your railroad 

Mr. Barry. Would you say it is a longtime overdue? ; 

General Rirxy. Yes; very much so; of course, I had 5 years as q 
mediator between the Jews and the Arabs, 1948 to 1953, and I worked 
with those Arab countries down there. I maintain that, if we can 
get the economy of Turkey stabilized—and I think in their first year's 
effort it is something out of this world, how far they have moved— 
Turkey will still be a key to finding the solution to that Middle Rast 
problem. 

Mr. Monacan. Thank you very much. 

General Ritry. You can even take on your railroad. I say that 


there is an export of lumber that will be available in 2 or 3 years, | 


if you get your transportation going, into that area. 

Mr. Barry. You are speaking now of the railroad, the subject of 
our discussion earlier today ? | 

General Rizr. Yes. 

Mr. Barry. Would you name the railroad ? 

Mr. Burtanp. Turkish-Iran Railroad. 

Mr. Monacan. Thank you very much. 

The hearing is closed. 

(Whereupon, at 5:35 p.m., the hearing was concluded.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


THURSDAY, SEPTEMBER 24, 1959 


Hovuse or RepresENTATIVES, 
SvuBCOMMITTEE ON FOREIGN OPERATIONS 
AND Monerary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Tel A viv, Israel. 

The subcommittee met at 10:30 a.m., in the conference room of the 
U.S. Embassy, Tel Aviv, Israel, Hon. John S. Monagan, acting 
chairman, presiding. De: : 

Members present: Messrs. John S. Monagan (presiding), Henry 5S. 
Reuss, George Meader, and Robert R. Barry. 

Staff members present: John T. M. Reddan, chief counsel; and 
Walton Woods, investigator. 

Escort officers present: Leslie A. Grant, International Cooperation 
Administration; and Harrison Burgess, Department of State. 

U.S. Embassy officials present : Ambassador Ogden R. Reid; Murat 
Williams, Deputy Chief of Mission; John F. Shaw, Economic Coun- 
selor. 

U.S. Operations Mission officials present: John J. Haggerty, Di- 
rector; Victor Skiles, Deputy Director; Carl R. Ferderer, Deputy 
Chief, Industry, Mining, and Transportation Division: Chris Jen- 
sen, Controller; Raymond Cason, Acting Chief, Agriculture Divi- 
sion; Halsey Wilbur, Acting Program Officer; John J. Gore, Assist- 
ant Program Officer. 

Mr. Monacan. As you know, the purpose of our trip is to look 
into the operations of the Development Loan Fund and, to some ex- 
tent, the Export-Import Bank in the various countries which we 
are Visiting. 

We are interested primarily in the operations of these organizations 
as contrasted with the philosophy behind them. 

We are interested in the procedures; we are interested in the way 
in which loans are received and processed and sent to Washington; 
the policy conflicts, if any, that there may be between those in the 
field and those in Washington; the conflicts between the DLF and 
the Export-Import Bank and any difficulties or suggestions that may 
have come to the minds of those who are administering the program. 

We are interested, too, in the degree to which the program has 
kept to the objectives of the legislation as set out in the law. 

Having in mind this brief statement of our objectives, I hope that 
those who testify will realize what our objectives are. 

Mr. Ambassador, it is a great pleasure for us to have you with us 
this morning. We certainly appreciate your interest in our work and 
that of your entire staff. We have been very much impressed by the 
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way in which they have cooperated with us and I am sure th 
interest is going to help us to make this a very worthwhile yj 


at your 


ae ; Sit he 
I think the best way for us to proceed this morning would be . 


haps to have you give us a general picture of the conditions here a | 
you see them, and then any observation that you may care to ma 
particular on the DLF. 


ke in | 
STATEMENT OF HON. OGDEN R. REID, AMBASSADOR TO ISRAEL; 
ACCOMPANIED BY JOHN F. SHAW, ECONOMIC COUNSELOR 


Ambassador Rem. I would like to say again, Mr. Chairman, hoy 
much we, the Embassy and USOM, value the presence of your commit. 
tee here today. We have been trying, the last few months, to aggeg 
and evaluate the several programs. The staff has studied with eop. 
siderable interest your report on U.S. aid operations in Laos, which] 
believe was the Seventh Report of the Committee on Government ()p. 
erations, and equally the latest report that we have on both the Hous 
and Senate Committees on the Mutual Security Act of 1959. 

Pursuant to Executive Orders 10575 and 10560, I have asked the 
responsible officers in the Embassy to pull together facts and figures, 
the implementation material that is relevant to the several programs 
that the United States has, and the relationship of these programs to 
U.N. programs. 

Accordingly, if I may, I would like first to ask Mr. Shaw to just 
very briefly introduce a document that he has prepared, pulling to. 
gether the figures as we have them here in the Embassy. 

Mr. MonaGan. May I just say one thing parenthetically? In thank. 
ing you for your cooperation, I want to specifically mention this gen- 
eral information pamphlet on Israel which is prepared for the com- 
mittee here. Two members have already spoken to me about how 
helpful it has been to have this. I have read through most of it my- 
self. It has been very, very informative. 

Ambassador Ret. I am glad it was useful and let me reemphasize, 
if I may, how much we would appreciate your evaluation of the con- 
gressional legislation, the congressional intent, of the responsibilities 
of the Embassy here as you see them and how we can best fulfill our 
appropriate responsibilities. 

This is something we are actively studying and we greatly welcome 
any suggestions and help that we can get from the Congress in this 
regard. 

Mr. Monacan. If other members are going to testify, it would help 
if you would give just a brief biographical sketch, where you were 
born, education, and your Government experience, and the number of 
years that you have served in the Government. 

Mr. Suaw. Fine. 

Sir, my name is John F. Shaw. I was born in the State of South 
Dakota, raised there, educated in the college at Sioux Falls and have 
done graduate work at the University of Pennsylvania. 

I have served in the Government for approximately 20 years. My 
service in the State Department dates from the end of World War Il 
and my connection with the Foreign Service dates from about 2 years 
ago; I am a Wristonite employee. Previous to that, my service had 
been as a civil servant. 
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Mr. Monacan. Your present position Ro ic 

Mr. Suaw. I am the present economic oflicer in the Embassy. 

Mr. Reppan. What were your duties in the State Department d 

Mr. Suaw. In the State Department I was Chief, Section. Head 
of the Economic Office, which served the Office of Near Eastern 
\ffairs. As such, we had general acquaintanceship, familiarity with 
all activities in the Arab and Israel sectors. 

Mr. Monacan. Thank you. : ' 

Mr. SHaw. I would like to make available to the committee, if the 
committee is interested, a résumé of the aid which has been extended 
Israel since the inception of the state. — 

(The tables referred to were submitted to the subcommittee and 
have been made a part of its permanent files. ) 5 

This aid falls in a number of categories and what we have set before 
you here is a chronological listing of our aid by fiscal years, by source 
of funds, by the agency which has responsibility for administration. 
You will notice a column here on the money made available for the 
activity and where local currency was generated, this is shown. _ 

Ina recap of this table, you might be particularly interested—first 
of all, the magnitude of aid since the inception of these aid programs 
now totals $622.45 million. This consists of grant and loan and 
technical assistance. 

Mr. Reppan. Does that include Public Law 480, also? 

Mr. Suaw. Yes, sir. In this table that we have before you we have 
title I, Public Law 480. There are no title IT programs operating in 
Israel and the title III is handled by voluntary agencies. This table 
purports to show government-to-government aid. We have a footnote 
that explains title III aid. It is running at the magnitude of about 
$92 million a year. That would be additive to the figure shown here. 

Another omission here is an Export-Import Bank loan to the Israel 
American Paper Co. This did not fall in the criteria of government- 
to-government but that was a $3 million loan and it is the only Export- 
Import Bank loan that I am aware of that is not listed. 

Mr. Reppan. What year was that? 

Mr. Suaw. Last year, 1958. 

Mr. Reppan. There is no 1951 here in your tabulation. 

Mr. Suaw. I don’t know thoroughly the history of the early aid to 
Israel, but you will notice that the aid was started here after the 
formation of the state through a large Export-Import loan and then 
when the aid programs came along and were available for this type of 
activity a program was started in 1952. 

The digestion of the $135 million, I would say, probably covered the 
requirements in that period of 1951. 

Mr. Reppan. That was not an oversight. There was no aid during 
that period ? 

Mr. SHaw. No, no. There was no aid. 

Mr. Monacan. May I just ask a question here so I will under- 
stand this? On the first page you show a total of the 2 years of 
about $134 million and then in the extreme righthand side there is 
repayment of $45,588,243 of principal and interest. 

Is that allocated to any particular loan on the lefthand side or is 
that to allof them? What does that cover? 

_ Mr. Suaw. In 1954 this loan was consolidated and the $45 million 
is the repayment against the total loan. 
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Mr. Monacan. I see the note. Thank you. 

Mr. Suaw. You may be particularly interested in the loan ele 
ments in this aid program. You will notice in the years 1955 1956, 
and 1957, loan agreements were concluded under the authority of the 
Mutual Security Act. These totaled $42.5 million. : 

Mr. Chairman, if you would like, possibly I should send out anq 


get a recap of this so that it won’t be so difficult to follow. I hays 


another sheet here, sir, which groups this by types of aid. 


Mr. Monaean. If you think it would be helpful, we would be glad | 


to have it. 

Mr. Reuss. What is section 402? Is that special assistance? 

Mr. Suaw. Section 402, that paragraph in the mutual security Jeo. 
islation under which agricultural items are procured. tad 

In other words, the act provides, I believe, up to $175 million of 
the aid program has to be used for procurement of agricultura] 
items. A certain portion of that undertaking has been met in Israg] 
by the money that is shown opposite section 402. 

Mr. Revss. Under what headings in 1955, 1956, and 1957 are these 
loans ? 

Mr. Suaw. You will notice a column in the table which identifies 
the dollars available as to whether they have been made available on 
a grant or loan basis. 

Mr. Reuss. I see. Wherever it says “LL,” it is a loan, 

Mr. Suaw. That is right, sir. 

The loans made available under the Mutual Security Act or av 
thority have totaled $42.5 million. The loan approved but not neces. 


sarily completed, because there is a $5 million agreement. under the | 


DLF Act would be $25 million, so the table shows $42.5 million under 
ICA, $25 million under DLF, $162.55 million under the Export. 


Import Bank authority and then under Public Law 480, $91.6 million | 


under 104(g@), $19.8 million under 104(e). 

Mr. Barry. They are all in the figures here? 

Mr. Suaw. Yes. 

The dollars available under the economic loans have generated local 
currency funds and these have been loaned here for tne ICA activi- 
ties. 

Mr. Reppan. Has there been any generation of local currency with 
DLF funds? 

Mr. Suaw. No, sir. The 15—well, I would like theDLF loan off- 
eer to take that question, maybe later, if you would like. These ar 
to finance dollar imports over the areas from which they are being 
procured. 

However, this money is repayable, as you understand, in local cur- 
rency. 

Mr. Monacan. The DLF? 

Mr. Suaw. Yes. Those loans are repayable—— 

Mr. Monagan. All of them are repayable 

Mr. SHaw. in local currency. 

The Government of Israel is servicing all of these debts. It is not 
in default on any of them. I indicated that $45 million had been 
repaid on the Export-Import Bank loan and some payments are now 
commencing on the local currency loan. From this table you can er- 








tract a figure of 414 million pounds that represents repayment of | 
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rincipal and interest on loans that have been made here in local 
aN ele. 


Sa currency. , get 
9, 1956, Mr. Reppan. Do you have the figures on the amount of local cur- 
y of the | ney available now in Israel ? ' , 
Mr. SHaw. Possibly you would like me to back into this question 
out and ‘ little bit. The local currency loans that are outstanding total 320 
T have | million pounds. The amount of money that we hold here in deposits 


| yepresenting money that has been earmarked for U.S. uses under the 
be glad | subparagraphs of section 104 of the Agricultural Disposal Act total 
$40.5 million; the money here in accounts and available for Cooley 
ef loans total $25.2 million. ‘The money for loan purposes pursuant to 
"ity leg. 402 procurements total $8.2 million. 

: The money on deposit and available for loans to the Government 
Ilion of | under 104(g) total $6.6. We have some funds that are to be returned 
cultural | to the Treasury. ‘They represent an adjustment of accounts. They 
n Israel | total 1.3. Then there has been an earmarking of funds, probably 

drawn from U.S. uses of $7 million, so that there was as of June 30, 

re these | about 90 million pounds on deposit in accounts here in Israel. 

Mr. Reppan. As of what date, sir? 
lentifies | Mr. Suaw. June 30. 
lable on Mr. Reppan. Do you have the figure for June 30 last year? 

Mr. Suaw. I don’t, sir. 

Mr. Reppan. Has there been an increase ? 

| Mr. Smaw. Yes, sir. 
t OF au There has been an increase in the last several months. I don’t 
Mt neces- | actually know how much, but this is being constantly built up from 
ider the | additional deposits for U.S. uses, from interest payments received on 


m under | outstanding loans, so that there is a rather steady accrual. 
Export- | Mr. Reppan. Does it increase at any given rate or approximate 


}million | pate? 


Mr. Suaw. I haven’t made a study of this. 
Mr. Reppan. I was wondering if you could tell us approximately 
how much additional local currency was accumulating each year ? 


ted local Mr. Suaw. If we made no more loans on the basis of the funds now 
\ activi | in hand and loans outstanding, we will accumulate by 1965 about 


45 million pounds. 


ey with Mr. Reppan. An additional 45 million pounds over a period of 5 


years ! 
loan off Mr. Saw. 1968, is my recollection—1965 or 1968. I would have to 
hese are | check it. Wedo have such figure, though. 
re being Mr. Monacan. Are there any further questions of Mr. Shaw? 
Mr. Reuss. Mr. Chairman, who will the other witnesses be? 
deal cur- Mr. Monaean. It will be Mr. Haggerty, I gather, and who else do 
we have ? 
Mr. Reppan. All of those who are knowledgeable on DLF loans at 
present. 
Mr. Reuss. We can recall witnesses, et cetera ? 
, Mr. Monacan. Yes. 
It is not Mr, Reuss. I will hold my questions. 
ad been Mr. Monacan. Thank you very much. 


are nov | Mr. Meaper. I would like to ask, do I understand with respect to 
1 can S | Export-Import Bank loans approval is sought from the Embassy as 
ment o | distinct from USOM ? 
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Mr. Suaw. The dollar loans made by the Export-Import Bank are | 
arranged, it has been my experience that they have been arranged 
largely through missions that have come here and through the banks 
on assessment. For example, at the time they came out on the 1959 
loan, they looked into the status of use of the $135 million that wie 
granted in 1949-50 and the report of that mission includes a rath 
substantial assessment of the economic gains from that earlier logy 

The decision to make the loan of $24.2 million was against q back. 
ground of the request brought to the Export-Import Bank by th 
Government of Israel for $75 million and the decision on making 
$24 million loan was the result of the Bank’s survey. . 

Now, the Bank does as a rule use the Embassy if there is a matte 
of something to be looked into, but on a major decision the Ban 
pears to use its own staff and send out its own team. 

In the Cooley operation, which involves the loan of the 104(¢) 
money, the economic section of the Embassy is asked to file a report 
on the political desirability of these loans, a report on the standing 
financial standing of the company, the economic benefits to be derived 
from the loan, and my office is involved in reporting and servicing 
the Bank for this kind of information. We are primarily active jp 
the section of the Cooley loans. A 

Mr. Meaper. But with respect to the dollar loans made by Export. 
Import Bank, you are not asked to comment or to give your approval 
prior to the actual commitment ? | 

Mr. Suaw. I would believe the answer would be no because the 
loans have been large and the Bank has had its own economists, own 
engineers to prove the soundness of these projects. 

Mr. Meapver. And there is no formal participation by the Embassy 
or Embassy staff in the processing of the loan application, nor in the 
decision making? 

Mr. Suaw. So far as I know, that is true. I have been here ? 
months so that I don’t know everything, but I haven’t seen evidence 
of that. 

Mr. Monacan. Have you had anything to do with the DLF loans! 
I refer to your office. 

Mr. Suaw. My office has not been directly involved. We have, as 
representing the Ambassador, an overall supervisory interest in what 
is going on in this sector, but this activity has been delegated to the 
USOM mission and there is a DLF officer designated, Mr. Ferderer. 
He is the DLF officer designated within the USOM staff to service the 
problems involving DLF loans. 

In obtaining information both from the Ministry of Finance and 
the Industrial Development Bank of Israel my office has been working 
ina parallel sense with Mr. Ferderer to obtain reports. 

In answer to Congressman Meader’s question, we have recently in- 
stituted a procedure on our own here whereby we are asking now the 
Government to give us copies of reports that they file in Washington 
on the use of the $24 million loan that is now outstanding. In other 
words, each month we will be getting a copy of the Government’s re 
port and we do have the last report that was filed on the use of that 
$24 million. 

Mr. Mraper. That is the Israeli Government’s report ? 

Mr. Suaw. That is right. 
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Mr. Monacan. Thank you. — 

Mr. Barry. From an economic standpoint, has Israel, in your opin- 
ion, been able to maintain the ability to repay these loans on time‘ 

Mr. Suaw. Yes, sir. She is making a very deliberate effort to 

loans. 
een a period about 1951 to 1953 when their foreign ex- 
change position was tight and they went to the Export-Import Bank, 
according to the records, to seek an adjustment in the payment sched- 
ule, and at that time, I think the agreement was reached in 1954, 
it was agreed that the $135 million would be treated as a single loan 
and repaid over a 15-year period. ire 

The Government of Israel has maintained all of these payments. 

Mr. Monacan. Thank you, Mr. Shaw. 

Mr. Haggerty, I wonder if we could now move into the more 
specific realm of the DLF and the administration of it? Maybe you 
could tell us about it in general and then we could get into the 
specific loans that we are interested in. 


STATEMENT OF JOHN J. HAGGERTY, DIRECTOR, U.S. OPERATIONS 
MISSION, ISRAEL; ACCOMPANIED BY CARL R. FERDERER, DEPUTY 
CHIEF, INDUSTRY, MINING, AND TRANSPORTATION DIVISION 


Thank you, Mr. Chairman. 

I would like to say by way of preface that I would like to add my 
words of welcome. 

Mr. Monacan. Thank you. Please give us a biographical sketch. 
I forgot to ask you for that. 

Mr. Haccerty. I am John J. Haggerty, Director of the USOM 
in Israel. I was born in Wisconsin in 1905. I moved to Montana 
in 1918. I attended high school and college in Montana, with gradu- 
ate study at Madison, Wis., in agricultural economics; in the employ 
of the Government since 1934. 

The first 11 years of that employ were spent in Washington with 
the Department of Agriculture; since 1945 in foreign work and since 
1947 in the Foreign Service with one interruption, in 1952, back in 
the departmental service of the Department of Agriculture, as tha 
then Director of the Office of Foreign Agricultural Relations. 

I returned in 1953 to foreign agricultural assignments; in this posi- 
tion since May, 1957. 

Mr. Monacan. Will you say what the position is for the record ? 

Mr. Haceerry. Director of the U.S. Operations Mission in Israel. 

Mr, Monagan. In that office, what is your responsibility with ref- 
erence to DLF ? 

Mr. Haccerty. This is somewhat nebulous, Mr. Chairman. Tan- 

ibly, we have no clear-cut mandate or responsibility as assigned from 

LF or on behalf of DLF. ' 

Mr. Monacan. Isn’t there a telegram or series of telegrams from 
them requesting the designation of a loan officer, setting forth in gen- 
eral what the responsibilities should be in that connection ? 

Mr. Haccerry. We have been asked to designate a DLF liaison 
officer and have so done, and have informed the DLF, through 
ICA, of such designation. That is correct. 

Mr. Monacan. Do you want to go ahead with your presentation ? 
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Mr. Haccerry. You asked, Mr. Chairman, with regard to DLF? 

Mr. Monacan. Right. 

Mr. Haccrrry. The responsibilities of the USOM Mission? 

Mr. Monaaan. I thought you might tell us in a general way 
the operation of the DL \F here and then we could get specific 
the loans that. we have in mind to go into. 

Mr, Hacerrry. I don’t know, Mr, Chairman, whether I could an. 
ticipate your wishes. Perhaps you would want to make a more s 
cific question. 

Mr. Monacan. Let’s do it this way: There are two loans here tha} 
we have particular interest in. One of them is the $15 million loan to 
the Government of Israel and the other is the Israel Industria] Ing. 
tution, a $5 million loan. Would you tell us about the first loan, if 
you know, how the application was made, what the procedure wag in 
processing the application, what the purpose of the loan is and what 
the present. status is? 

Mr. Reuss. May I add one more thing that ought to be in the 
account ? 

Mr. Monacan. Yes. 

Mr. Reuss. What doubts and difficulties were encountered along 
the way in formulating the loan, both here in Washington and any- 
where else ? 

Mr. Haccrrry. Mr. Chairman, I will try to be directly responsive 
to these several questions. 

The application was made by the Government of Israel through its 
mission in Washington, direct to the—let’s say—direct to the head of 
the DLF, but as I ree: all, this may actually have been in advance of 
the designation of a Chairman of DLF. It was in the winter or early 
spring of 1958. 

Mr. Monacan. That did not go through you, then? 

Mr. Haccrrry. No, sir. This was in W ashington by the Israeli 
Embassy to the responsible heads of the American Government who 
at that time had concern with what we might say was the emerging 
DLF. 

Mr. Monacan. Was this the first one? 

Mr. Haccerry. This was the first Israeli application. 

Mr. Monacan. Are there other applications that have been made in 
that direct way rather than through you? 

Mr. Haccerry. You mean by Israel ? 

Mr. Monacan. Subsequently. 

Mr. Haccrrry. This tends to be the pattern, I should say. 

Mr. Mraper. There have been some applications made with you; 
is that correct, for DLF loans? 

Mr. Haccerrty. No, sir. 

Mr. Mraper. You never have had an application filed here locally! 

Mr. Haccrrry. They are not filed here. They are filed in Wash- 
ington by the Israeli Government on behalf of the Government or 
the borrowers, direct to DLF. 

Mr. Barry. Are you notified when that occurs? 

Mr. Haacerty. By the agency in Washington. 

Mr. Barry. But not by the Israeli Government ? 

Mr. Hacerrtry. Generally not. 

Mr. Barry. Do you know how many have been filed ? 
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Mr. Haccervy. I believe that our information is complete in this 
respect. s ' ; it al leila 

The initial loan which has been mentioned here, which resulted in 
the $15 million, the two loans on behalf of the Industrial Bank and 
quite recently a group of eight loans or applications which are now 
pending with DLF. path oe 

Mr. Barry. But there are no other loans that you know of that 
were filed that were turned down ¢ 

Mr. Hacorrty. I know of none that have been turned down. 

I believe that there have been, prior to the present eight, some ap- 
ications on behalf of certain enterprises which may have been 
withdrawn in the course of discussion, 

Mr. Barry. Were you asked to give your views on any of those 
prior to their being withdrawn ¢_ 

Mr. Haccerry. I believe not, sir. 

Mr. Monacan. What happened in connection with this particular 
Joan, then ? Set 

What was the first that you knew about the application? — 

Mr. Hacerrry. The first loan which resulted in the $15 million ? 

Mr. Monacan. Yes, the $15 million loan. 

Mr. Haccerry. Drawing on memory, rather than documents, Mr. 
Chairman, I should say that it would be substantially at the time of 
the submission that we were informed of it by the agency in Wash- 
ington and asked to comment. ; 

Mr. Monacan. And what did you do at that time? 

Mr. Haceertry. As I recall, sir, we submitted our comments. 

Mr. Monacan. I mean specifically, what was the purpose of the 
application and what did you do in investigating it at that point? 

Mr. Haccerry. Mr. Chairman, I am drawing primarily on memory, 
as I think is obvious. The initial loan application was substantially 
presented as a government-to-government loan. As I recall, I believe 
that the Mission expressed some question as to the suitability of such 
a loan. 

Mr. Monacan. What was the purpose? Why did they want the 
money in the first place ? 

Mr. Hacerrtry. The reasons presented by the Government of Israel ? 
As I remember, it was presented substantially as a balance-of-pay- 
ments loan. 

Mr. Monacan. Which did not cover any specific economic project 
then ? 

Mr. Haccerty. Not at the outset, sir. 

Mr. Barry. So far as you were concerned, this did not seem to fit 
into the DLF pattern; is that correct ? 

Mr. Haccerry. As I recall, that was the position. 

Mr. Reppan. Mr. Haggerty, I will hand you two messages from Tel 
Aviv to ICA, both in January 1958. 

Mr. Meaper. Who in Tel Aviv? 

Mr. Reppan. Both of these are signed by—one is signed by Mr. 
Haggerty. The other is from the USOM, but it does not contain a 
signature here. And I have also what appears to be a message dated 
January 20, 1958, from Tel Aviv to DLF. I believe that one is over 
your signature also, Mr. Haggerty. I will show you those and see if 
they help you refresh your recollection with respect to the chairman’s 
questions, 
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Mr. Monaaan. Does that refresh your recollection ? 

Mr. Haccrerry. Yes, Mr, Chairman. The message with my hame 
is one which I do recognize. F 

Mr. Monacan. What year is that? 

Mr. Hagerrry. Of 1958, and likewise the more extensive 
ment, I do recognize and do recall these. 

The other one, which seems to be a portion of a message, unidenti 
fied as to authorship, my memory is not so clear on this, I canno 
say that I specifically can identify it. 

Mr. Reppan. Do you know whether that came from the mission! 

Mr. Haccrrtry. It would appear it came from us. I am afraid my 
memory isa bit fuzzy on this. The others I do recall. 

Mr. Monaean. Is it fair to say that this application was presented 
as one for an economic development purpose by the Government oj 
Israel ? 

Mr. Haccerry. Yes, sir. This would certainly be a fair statement 


docu. 


Mr. Monacan. But, in fact, the objective was local currency to | 


finance the development operations; is that right—I mean a Joa, 
to meet the balance of payments? 

Mr. Haceerry. I might point out there 

Mr. Monaaan. Could you answer that question ? 

Mr. Hacacerrry. I was going to say that I think it would have th 
double-acting feature as the supplying of this type of credit has 
tended to do in the various phases of the program. 

It would have a dollar impact at the outset through the supplying 
of commodities and thereby saving dollars, whatever the commodities 
might be, and then through the generation of local currency, it would 
have a secondary impact by making available that local currency for 
economic development. 1 





Mr. Monacan. The question that I am raising here is not the | 


validity of what they wanted to do, but whether this was the proper 
method of doing what they had in mind; whether this was not an 
attempt, through an application for a Development Loan Fund loan, 
to do something that was not within the objectives of the DLF. 

Mr. Haceerty. That is a very valid question, and I think as thes 
messages clearly state, this was the question which this mission was 
likewise raising with regard to the application. 

Mr. Monacan. That 1s what I want to get into the record, you see. 

If you could help us from these messages to give us these reactions, 
we would appreciate it. 

Mr. Haacerry. I think this is almost. self-evident, Mr. Chairman, 
that the DLF was merely emerging at that time as a new instrumen- 
tality, created as a part of the Mutual Security Act of 1957. The 
criteria by which the DLF would conduct its business had not yet 
been established or stated so that in effect the agency as a whole was 
plowing new ground. It was finding its way, and our role as we saw 
it at the time and as I see it now in retrospect, was as a part of the 
American Government established to help to hammer out the ground 
rules, the procedures for the performance of this new instrumentality. 

Mr. Meaper. Mr. Chairman, may I ask a question? 

Mr. Monaaan. Yes, certainly. 

Mr. Meaper. Mr. Haggerty, I want to see if I understand this cor- 


rectly. The Government of Israel made an application for $25 mil- | 
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jon directly in Washington for a loan to finance the importation of 
commodities and the counterpart generated by their resale here in 
Israel would then be used for industrial development programs, par- 
ticularly electric power and telephone expansion ; is that correct 4 

Mr. Haccrrtry. This was the outcome, ; 

Mr. Meaver. Now, that would be the financing of developments in 

electric power and telephone expansion by Israeli pounds; is that 
; ’ : 
_  — A combination. if the material supplied against 
the dollars were American industrial products, for electric power 
generation and distribution, for example, wire, cable, generators, and 
go on, this meets the dollar requirements. Then in turn those dollar 
values created to local currency through the Israel development 
budget in turn would meet the local currency requirement. This is 
the double-acting feature. 

Mr. Meaper. The point I am trying to get at is the loan was not 
financed specifically for the purchase of materials and components for 
electrical and telephone systems. They were to finance the impor- 
tation of commodities generally, maybe none of it being electrical 
equipment or telephone equipment 2 

Mr. Haccrrty. We are discussing here a process that went through 
quite a transition. The final loan determination was substantially 
different from the initial application by the Israeli Government. 

Mr. Meaper. I am confining it to the initial application. I won- 
dered if I understood it correctly that what was to be imported gen- 
erally was commodities and the counterpart funds generated by their 
resale in Israel would then be used for electrical power and telephone 
expansion. 

Mr. Hacerrtry. That was their proposal. 

Mr. Meaper. The original proposal, but at that very time there 
were adequate funds which could have been loaned for that purpose 
without generating any additional counterpart funds through impor- 
tation of commodities ? 

Mr. Haccerry. I should say at that time there were in various 
pockets or categories substantial local currency funds; the determina- 
tion of their availability for these purposes would have required some 
working out. 

Mr. Meaper. But there were funds available and the problems of 
getting them out of one pocket so that they could be loaned for this 
purpose of electric and telephone expansion probably could have been 
worked out, so the result of it is that since the counterpart funds, or 
the Israeli pounds, were already here and could be probably made 
available for this particular development, then the net result of the 
application comes down only to financing the importation of com- 
modities with dollars ; is that correct ? 

Mr. Haccerry. That is correct. 

Mr. Monacan. Mr. Shaw, I believe, wanted to say something. 

Mr. Saw. In response to your question, Congressman Meader, the 
loan request. was against. the background of a large mutual security 
program of about $25 million in the previous year. The foreign ex- 
change holdings of the Government were in the magnitude of $80 mil- 
lion at the time this loan was being processed, so in their initial appli- 
“ation they sought the advantages of the grant. operation that they 
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had enjoyed the previous year, but also under pressure because thei 
foreign exchange holdings were so low at the time. 

Mr. Monacan. And Mr. Hi: aggerty, to the extent that it was an 
application for this type of loan, rather than a development loan, you 
felt that it did not follow the objectives of DLF; is that correct? 

Mr. Haceerry. That is correct, sir. 

Mr. Monacan. And you made that opinion known to Washington} 

Mr. Haccerry. We undertook to do so, sir. 

Mr. Monacan. And what was the effect of that communication? 

Mr. Haceerry. I think, Mr. Chairman, the effect, as it fin: ly came 
out, was reasonably gr atifying. 

I should point out, and I think the communications which haye 
been called to our attention make it clear—— 

Mr. Monacan. Maybe we should identify these and mark them as 
exhibits. Let us mark them for identification, without objection, 4. 
B, and C. 

( ae A, B, and C, referred to above, are classified documents, 
Paraphrases of each have been submitted for the record by the Inter. 
national Cooperation Administration :) 


EXHIBIT A 


This message was sent by the USOM to Israel in response to a message from 
ICA/W which informed the USOM that the Government of Israel was requesting 
a $25 million loan from the DLF for the purpose of financing commodity imports, 
The USOM’s views on this request and on the application for a loan then being 
considered by the Export-Import Bank—as they might relate to Israel's essentia] 
import program, industrial development program, agricultural development pro- 
gram, balance of payments deficit, and the industrial financing institute (first 
named the Israel Industrial Institution, Ltd., and now known as the Industrial 
Development Bank of Israel)—were solicited in the event these loans were not 
made. The USOM’s response pointed out that, since no assistance from 
the DLF had been included in the GOI budget or other firm financial plan, there 
would be no immediate adverse consequences resulting from a postponement 
or outright rejection of the loan by DLF. The USOM message went further to 
indicate that (1) Israel’s essential import program would not be appreciably 
affected except insofar as Israel felt it would be necessary to curtail other in- 
ports so as to import commodities necessary to carry out its water development 
in the absence of the loan, (2) the industrial development program would not be 
affected unless Israel decided to readjust the total development program in order 
to finance some phases of its water development program, (3) there would be 
some retardation of the water development program with possible consequent 
repercussions with regard to collateral phases of agricultural development, (4) 
the effect on the balance of payments would be the nonrealization of income 
envisaged in the foreign exchange budget and balance of payments projections 
approximating $20 million, and (5) there would be no effect on the industrial 
financing institute except to the extent the Government of Israel decided to 
reduce its originally intended allocation to the institute by the amount of the 
Israel pound counterpart of the loan. The message concluded that the only 
adverse effect envisaged, in the event neither loan was made, would be in the 
balance of payments and that this involved only the Export-Import Bank loan. 


ExHIsit B 


This message from the USOM to Israel conveyed its own and the Embassy's 
unfavorable view of the Government of Israel’s DLF loan proposal. It pointed 
out that the DLF was created to finance projects and not the importation of 
commodities as such and that approval of the GOI’s loan application would be t0 
reestablish precommitted country level assistance and vitiate project-type assist 
ance. It has further pointed out that the commodity imports which Israel 
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wished to finance could be financed by other methods —€.g., cotton and wheat 
either under the Public Law 480 program or under Section tO02 of the Mutual 
Security Act ; POL under German reparations ; industrial raw materials under 
German reparations, French and British credits, and, to the extent that they 
included U.S. agricultural surpluses, under section 402 and Public Law 480. 
It pointed out that one of the eriteria of the DLF—i.e., loans of $100,000 and 
above—hardly fitted it to meet the needs of Israel since most loan applications 
would be for less than $100,000. In view of this, it was pointed out, it would 
pe advisable to consider making large loans to an appropriate financial institu- 
tion in Israel which would in turn make the smaller loans. It was indicated, 
no such institution existed in Israel at that time, however, and that if the Israel 
Industrial Institution, Lid., were to become such an institution considerable 
modification in its organizational structure and control would be necessary. 


‘ 


EXHIBIT (¢ 

This is a message from ICA/W to the USOM to Israel. It interpreted exhibit 
Cas indicating that the USOM and the Embassy did not share the apparent con- 
cern of the Government of Israel that the foreign currency shortage—which 
would presumably result if the DLF loan were not made—would result in a 
serious Slowdown of Israel’s economic development program and, consequently, 
delay attainment of the viability goal which was one of the major objectives 
of the U.S. aid program. It raised the question of whether the USOM felt that 
the GOI could offset a shortfall in U.S. aid by short-term borrowing, so as not to 
curtail economic development projects, and asked what the economic political 
repercussions of such borrowing would be. 

Mr. Monacan. Mr. Reuss, did you have a question ? 

Mr. Reuss. I have a series of questions. Mine will take a while. 
Why don’t you finish with your questioning. 

Mr. Monacan. Mr. Barry? 

Mr. Barry. I think for the record, Mr. Haggerty, you probably are 
already aware that under date of February 21 the Bureau of the 
Budget, in a memorandum to the National Advisory Council—— 

Mr. Monacan. This is 1958, is it? 

Mr. Barry. Yes—backed up your position that the proposed loan 
was not appropriate for the DLF. 

Mr. Haccerry. Mr. Congressman, I was aware and am aware that 
that decision was made. I would only comment that it is probably 
coincidental only that the Bureau of the Budget position happened to 
coincide. 

Mr. Barry. Later on this loan was put in shape so that it would 
meet with your approbation insofar as your understanding of the law 
isconcerned; is that correct ? 

Mr. Hacerrry. I think basically it is. At any rate, the Mission ac- 
cepted the judgment as finally established, that the loan, after very 
substantial changes between the initial dates and the time it reached 
the stage of the letter of commitment, which I believe was in May, that 
I would say that the changes which had taken place in the meantime 
resulted in the condition that this Mission certainly could withdraw 
its objections and in balance this was a good loan as was presented at 
the outset, as the record shows. It was our objection that it was not 
a good loan. 

Mr. Barry. Basically that would mean that the list of commodities 
suggested were changed to be more fundamental, such as the electric 
powerplant, et cetera? Was that the major consideration ? 

Mr. Hacererry. That is very close to the heart of it, Mr. Congress- 
man. If you wish, I would enlarge just a bit on this point. 
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Mr. Reuss. The point referring to the final list of imported com. 
modities ? 

Mr. Hacerrry. Yes. 

Mr. Reuss. That were actually specified in the loan agreement, anq 
that have in fact been imported pursuant to it 

Mr. Hagecerry. Yes, not only the list of commodities, but the gen- 
eral considerations that revolved about that determination. 

I should say at the outset and I think this is somewhat the impor 
of Mr. Shaw’s comment a bit ago, that when the act of 1957 was 
passed, which in effect did away with development assistance, ag jt 
had previously existed, and created this new Development Loan Fund, 
this created something of a transitional situation, both for the agency 
dealing with aid programs and the countries with which we deal, 

It was my impression then, and is now, that the application as pre. 
sented by the Government of Isr: ael, if we studied the legislative his. 


tory, the legislative intent, which was our only real basis, in addition | 


to the text of the law itself, since criteria had not yet been established 
or stated, that this application as initially presented was rather far 
off the target with relation to DLF. It was much more in line with 


what had been carried on in the past and the nature of this Mission's | 


recommendations at the time was to try to bring the application more 


in harmony with what we judge to be the intent of Congress, as | 


shown in the legislative history. 

I would say in retrospect that the efforts that went into that rela- 
tively short-run period, really from January to May of 1958, and in 
which this Mission and ac tually the country team pl: vyed a very active 
role, that those efforts did pay quite substantial dividends in the shift- 
ing of the character of the application, the quite fundamental changes 
in the character of the loan that finally emerged. 

Now, it may have fallen somewhat short ‘of 100 percent of what we 
might have liked, what any of us might have liked from an idealistic 
or perfectionist standpoint, but there was a very substantial improve- 
ment which took place. 

I would just comment that the initial Israeli application called for 
agricultural commodities. 

What finally came out, while it may not be projects, as we would 
like to define them, yet there was such a substantial movement toward 
the project conc ept—the electric power, the transport, the telecom- 
munications, et cetera—that I think in all reality the decision that 
was taken at that time in Washington was a practical and wise deci- 
sion; that this represented progress. 

This probably went as he's as it was possible to go at that stage in 
realizing the legislative intent. This was a very “substantial move- 
ment in the direction 

Mr. Barry. Thank you, Mr. Haggerty. I think that is what we 
all have been looking for, that explanation. 

Mr. Mraper. You made one point: You said, “approved by the 
country team.” Does that mean that the Ambassador and the staff 
participated in the preparation and approval of the communications 
that were sent over your signature to Washington ? 

Mr. Haaccertry. That was my intention; yes, sir. 

Mr. Monacan. Mr. Reuss? 





Mr. Reuss. I have a number of questions, and I guess I should dis- | 
associate myself from my colleagues’ right-of-way or give them a | 
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chance to disassociate themselves from me because I am going to 
seem like a monster of ingratitude. — 

Here you have shown how faithfully you tried to follow the intent 
of Congress. My pitch here this morning is that, while you probably 
deserve a medal for following what seemed to be Congress’ intent, that 
actually a balance-of-payments type of loan is permissible within 
the letter and the spirit of the Development Loan Act; what the 
Israeli Government asked for in the first place was probably under 
the circumstances a sensible arrangement because Congress’ intent was 
muddy—I think it was our fault ; you spent many months trying to 
warp their application into something which you thought complied 
with the DLF, when in fact, some months of that effort could have 
been saved and the loan as it finally came out may have been less 
useful in terms of economic development than the loan as originally 
planned. ; 

I give this long introduction because I do not want you to misunder- 
stand my questions as being in any way critical of the very valiant per- 
formance that you were making, but 1 want to be sure that we in Con- 
gress interpret the law we passed correctly. 

Now, let me get down to brass tacks. I am going to refer particu- 
larly to the DLF memorandum of February 10, 1958, which is classi- 
fied as secret, but we can preserve that classification. 

There the staff study makes the point that Israel’s real need was not 
for dollars to buy the capital ule they needed for development, but 
dollars to meet. a general balance-of-payment situation, which would 
then be melted into the whole global purchases that Israel made, some 
of them unglamorous and not directly related to development, but 
nevertheless necessary. 

The staff study goes on to say that Israel probably had access to 
enough capital goods from the outside world by means of tied trans- 
actions, so in the wording of the study, quote—I had better not quote, 
I will paraphrase—if the U.S. Government were to exclude Develop- 
ment Loan Fund financing in Israeli currency, generated by import- 
ing essential commodities, the United States would in effect be offering 
help to Israel where it needed help the least and withholding help 
from Israel where it is most needed, by which I gathered that the 
people in Washington believed that what Israel needed least, really, 
was tied-to-dollars capital goods imports. 

It felt that they were getting those capital goods imports elsewhere 
by bilateral deals that they were making with this or that country, 
mostly in Western Europe; that what was really needed was the same 
old balance-of-payments, bail-them-out loan help which they had 
been getting. 

I gather that your contrary view and your zeal to orient this loan 
toward projects and the importation of capital goods was based on 
your interpretation of the DLF law, is that correct ? 

Mr. Haccerry. That was one, I would say one blade of the scissors. 
That was one of the factors, of course, and a quite important one. 

Mr. Reuss. What was the other? 

Mr. Haccerry. The other would be the appraisal made here of the 
facts of the case so far as the Israel balance-of-payments situation was 
concerned. 

Mr. Reuss. We might as well take that second first. You disputed 
their balance-of-payments deficit claims? 











246 DEVELOPMENT LOAN FUND 


Mr. Hacecerry. Let’s say questioned, rather than disputed. 

Mr. Reuss. If their balance-of- payments claim was questionable, 
why give them any aid at all, either developmental or balance-of- pay. 
ments? Why not just say, “Boys, you buy your capital goods with the 
dollars which we find that youh 1ave, even though you claim you don't.” 
Why isn’t that as devastating a conclusion w ith weepent toa develop. 
ment loan as with respect toa balance-of-payments loan ? 

Mr. Hacerrry. That is a very valid point. 

Mr. Reuss. It probably is, is it not ? 


Let’s go back to the other blade of the scissors. On what do you | 


base your conclusion as to legislative intent? The reason I go into 
this, very frankly, is that within the last few days ] myself have 
taken a look at the DFL law and I think, and here is where I give 
my comrades a chance to disassociate themselves, I think a great myth 
s abroad in the land; namely, that the DLF somehow or other cap. 
not be used for anything other than lending people dollars tied t» 
purchases of capits al goods in the United States, a la E xport-Import 
Bank vem I don’t find any language in the DLF that says that, 
Indeed, I do find that an earlier section, section 402, the special as- 
sistance section, does talk about projec ts and programs, but the DLF 
does not. I do not see why it isn’t as good a developer of a country 
to give them balance-of- ee loans, if they are getting their 
capital goods elsewhere by some bilateral-tie transaction. 


[ don’t see why that isn’t as good as the situation where since they | 


are not bilater: ally tied to capital goods imports we can make thos 
the major consideration of the development loan. 

I wonder, therefore, where you got your view that the DLF was go 
project-oriented that you felt you had to make some remonstrances, 
which you did. 

Mr. Haccerry. Congressman Reuss, again, I am afraid I will have 


to fall back on memory and I may not be too precise as to at what | 


point the stated criteria of the DLF itself became available in docu- 
mentary form so as to support this posit ion. 

Mr. Revss. Would you hand me at this time any and all sets of 
criteria that you got from W ashington or anywhere else on what 
Development —— Fund loan has to be? I : say that because as | 
read the statute, I don’t find a word about projects or any restriction 
to given imports. It simply says, “You loan money.” 

Mr. Meaper. Will the gentleman yield? 

Mr. Reuss. Yes. 

Mr. Mraper. Did you have in mind section 201, “declaration of 
purposes ?” 

Mr. Reuss. Yes. 

Mr. Barry. I understand it there. 

Mr. Reuss. I will quote this: 

And to assist on a basis of self-help and mutual cooperation the efforts of 
free people to develop their economic resources and to increase their produc 
tive capabilities. 

I have read that, but you can develop your economic resources ant 
increase your productive capabilities quite as well if your trade pat- 
tern is oriented so that by bilateral transactions you get your capital 
goods from Western Germany, France, the United Kingdom, and 
Italy, because you have made deals. They buy your oranges and you 
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eet your machine tools that way. Then, in order to develop these 
projects here in Israel, they need Israeli local currency. If they just 
use the local currency which is in the mattress, here, from preexisting 
Public Law 480 transactions or whatever, they generate inflation be- 
cause they pay out that money, but no consumer goods are coming in- 
to the country with which to satisfy the demands of the workers who 
get the salaries, so in order to do it in a noninflationary way, you 
do need some imported wampum to give the Indians; otherwise, they 
have this purchasing power t hat cannot be satisfied. ; ' 

Mr. Mzaper. What we are getting into here is an interpretation of 
a phrase, “develop their economic resources, and I do not blame 
Mr. Haggerty or anybody else who tries to figure out precisely what 
Congressman Reuss had in mind by that phrase, or what I may have 
had in mind by that phrase. We might spend quite a lot of time 
debating it. 

Mr. Monacan. I do not think we can resolve that question. 

Mr. Reuss. We cannot resolve it, but the point I wanted to make 
was not that Mr. Haggerty was right or wrong in his interpretation 
of the legislative intent. I did want to make three points: One, that 
it does seem to me a very arguable matter and by no means is it open 
and shut, as many of us, including myself, had assumed, and that it 
may well be that DLF loans may be as flexible as old-fashioned loans. 
If that is so, then an undue amount of administrative time has been 
spent interpreting, or trying to interpret, what Congress meant, and 
maybe Congress should make it clear next year; thirdly, it may well 
be that, as a result of the muddied intent of Congress, if it was muddy, 
a less useful loan in terms of our national purposes was made than 
would have been the case if the law of Congress had clearly said by 
Development Loan Fund loan we mean a project-tied loan, or a 
balance-of-payments loan, anything which, taken in the total context 
of the country’s position, will directly or indirectly contribute to its 
economic development. 

Mr. Meaper. Yes. If you take your interpretation of indirect con- 
tribution to development of economic resources, almost any loan for 
any purpose would be possible. 

Mr. Reuss. Yes, as long as the country is with its other hand doing 
some useful things about developing itself. What seemed to have 
happened is that by the time the loan was actually made in June 1958 
the Seennli Government had had to be a great. deal more specific about 
what it was going to import with this $15 million; is that not so? 

Mr. Hagcertry. That is correct. 

Mr. Reuss. It did that at our insistence. Well, if the staff study 
of February 10, 1958, is right, then we, in our zeal, to follow the 
assumed intent of Congress, actually spent American taxpayers’ 
money less judiciously than would otherwise be the case. If this is so, 
it would be one of the ironies you get, where Congress sets up all these 
supersafeguards and as a result ends up doing a less effective job 
than if they had been more flexible. Is that not so? If the staff 
study is right, that what Israel needed most in terms of economic 
development was a free balance-of-payments loan, and that is clearly 
stated in the February 10, 1958, staff study, then our efforts may well 
have produced a less useful loan. 

48437—60-——17 
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Mr. Monagan. May I ask a question ? 

Mr. Haaeertry. Shall I respond to the a Mr. Chairman? 

Mr. Monaaan. I think it would be a good ide: 

Mr. Haaeerry. I might say I am not f: snitie ar with the staff study, 
I am not even sure what staff is being referred to. 

Mr. Woops. The DLF staff. 

Mr. Reuss. This was the DLF Washington staff in a memorandum 
of February 10. 

Mr. Haccerry. I would say apparently this study antedated the 
Bureau of the Budget decision which Congressman Barry has cited, 
which would be a factor to bear in mind. 

Mr. Reuss. Let me ask anyone—this may be for you, Mr. Shay, 

ather than for Mr. Haggerty—the Bureau of the Budget recommen- 
dation, which was on Febru: ary 21, 1958, as I recall it, said, “Why do 
they need this loan at all? There is lots ‘of local currence v counterpart 
floating around. Why don’t they use that?” Isn’t that, in essence, 
the Bureau of the Budget decision ? 

Mr. Suaw. In answer to your question, I know nothing about it, 

Mr. Reuss. Do you know, Mr. Haggerty ? 

Mr. Haceerry. I believe that was the situation insofar as the local 
currency aspect, 

Mr. Reuss. Let me ask this: I invite anyone to disagree with the 
theory I am now advancing. I submit that Bureau of the Budget 
so-called decision of February 21 was ignorant and ill advised because 
the mere fact that counterpart is floating around in Israel doesn’t 
mean that it may be used in a noninflationary manner. 

If they simply used the existing counterpart to build an irrigation 
project, to pay local a for building it, without any new goods 
being imported into Israel, if their budget is already at a full employ- 
ment level, they are going to have inflation because new purchasing 
power is going to be injected into their economy. So, the Bureau of 
the Budget? s decision, if I understand it rightly, Was not a very pro- 
found decision, economically speaking, and T am glad it wasn’t 
followed. 

Mr. Barry. Will the gentleman yield now? 

Mr. Reuss. Yes, although before I yield, perhaps if I may, will 
anyone break a lance for “the Bureau of the Budget and say ‘their 
decision did make sense? I give you my reaction to it. 

Mr. Suaw. Maybe I should speak for the record, Congressman 
Reuss, because while you have been speaking I have been speculating 
with some figures here. At the present time the foreign exchange 
reserves of this country total $169 million, 60 percent of which are free 
reserves. I have a document here that indicates the reserves in calen- 
dar year 1957 averaged out at $84 million. They were financing 
imports at the rate of $300 million a year, and if you will apply this 
60 percent free reserves now to the reserves reported available then, 
there was roughly about 2 months’ free liquid reserves to finance im- 
ports at the time they were making this request. 

Mr. Revss. Which is a ver y narrow margin. 

Mr. Suaw. Yes, very narrow. 

Mr. Barry. Mr. Shaw, if as has been brought out— 

Mr. MonaGan. Just aminute. Are you finished ? 

Mr. Barry. There is so much to go over. 
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Mr. Reuss. Let me summarize and then I will yield, because other- 
wise 1 will have to come back. 

[have not heard any attempt to refute the point I am making, that 
would not have been a good thing to have followed the Budget 
Bureau’s recommendation of ebruary 21, 1958, because to do so, to 
have used existing local counterpart—Israeli pounds—would have 

roduced an inflation at. full-employment conditions. I also, in re- 
capitulating this part of the hearing, would like to say that it does 
seem to me as if Congress and Washington owe the field a clearer ex- 
Janation of what the DLF is all about. It either means what Mr. 

aggerty took it to mean—namely, that this is project oriented—or 
it doesn’t, and in my opinion it would be a more useful law if it wasn’t 
as restricted as Mr. Haggerty took it to be. 

Thank you, Mr. Chairman. 

Mr. Monacan. Mr. Barry ? 

Mr. Barry. Off the record. 

(Off the record. ) 

Mr. Barry. I think the record should state that this loan, from 
its inception to final approval, took less than 90 days. It was ap- 
proved on March 28. It was filed on January 2. I think that would 
be a relatively short time in the normal application and review of a 
loan of this size and from such great distance. 

Mr. Revss. It was approved on June 25. 

Mr. Meaver. What date was Board action ? 

Mr. Barry. Board action was March 28. I think the record should 
show this loan as of Angust 11, 1959, had only been utilized up to 
$13,002,655.75, some $2 million less than the amount of the loan. 

In the testimony that my colleague from Wisconsin was eliciting, 
one branch of scissors was used as evidence that these purchases 
could have been made from another source of funds, but I think we 
have had ample evidence here today that the balance of payments 
existing at that time were such that, if any funds had been used, 
that would have increased the imbalance and thereby put Israel in 
a most unfortunate position, indeed. 

And now, a third point. We have heard reiterated several times 
that no one has supported the Bureau of the Budget and, indeed, the 
word “ignorant” was used with respect to the Bureau of the Budget’s 
position, or at least their knowledge leading up to their position. I 
would like to refer to, in defense of the Bureau of the Budget, the 
audit of the DLF for fiscal year 1958. 

Mr. Barry. The Comptroller General of the United States stated in 
August 1959, and I read: 


DLF funds should be obligated only for specifically and carefully planned 
objectives. Based on the policies of the Fund and our review of the legislative 
history, we believe that DLF was intended to file only specifie activities which 
are expected to contribute to sound, economic development of the borrowing 
country and are susceptible of careful planning and evaluation. In our opin- 
ion, three of the six loan agreements executed in 1958 do not adequately meet 
these requirements. These loans appear to have been for the principal purpose 
of furnishing foreign exchange for the borrowing country’s import program and 
not for specific activities which DLF had carefully planned and evaluated. 


That is all, Mr. Chairman. 
Mr. Monacan. So that, Mr. Haggerty, to sum this up as far as this 
particular loan was concerned, is it your feeling that, rather than 











250 DEVELOPMENT LOAN FUND 


following what you conceive to be the policy that had been laid out 
in law, there was a pressure to make a loan on a political basis rather 
than on the basis of a specifically sound, economic project: in this 
case ¢ 

Mr. Hacecerry. I, perhaps, would not use precisely those terms, 

Mr. Monacan. Well, you use own terms. I am just trying to ge 
your conclusion. ” Tita 

Mr. Haccerry. If I may respond to this question, together with 
what I regard as a pending one from Congressman Reuss, he had 
asked if we could supply him with some documentary evidence of the 
criteria which led to the project type of application. 

Mr. Reuss. Yes. 

Mr. Haccerry. We have at hand, and there was an earlier version 
of the DLF, Development Loan Fund, brochure which states, among 
other things, the criteria and likewise the expression of intent of Con. 
gress as appearing in the act, and if I may just call attention to q 
word of the text from the act. 

Mr. Monacan. Point out what those are if you will, Mr. Haggerty. 

Mr. Haccrrry. On the first page of this brochure, which happens 
to be the June issue of it in the brown cover—— 

Mr. Monacan. June 1959? 

Mr. Haccerry. Yes; just below the middle of that paragraph jg 
stated : 

The Congress, accordingly, reaffirms the policy of the United States and 
declares it to be the purpose of the title to strengthen friendly foreign coun. 
tries by encouraging the development of their economies through a competitive 
free enterprise system, to minimize or eliminate barriers to the flow of private 
investment capital in international trade, to facilitate the creation of a climate 
favorable to the investment of private capital 
and so on. 

I had mentioned that at the time under discussion we had not had 
available the criteria specifically stated here. We had access to the 
legislative history involving the enactment of the Mutual Security 
Act of 1957 and, as I draw on my own memory, we were at that time 
primarily resting our position on what we read and interpreted as to 
the legislative history. 

When this brochure came out, it does state—and I believe this is no 
different from the earlier text, the earlier version—the criteria, 
which, among other things, state that “the activity to be financed 
shall be located in one of the less developed friendly countries.” In 
addition, the following criteria will be considered : 

(1) The contribution of the proposed activity to the economic growth of the 
country in which it is located; (2) the economic and technical soundness of the 
activity; (3) the availability of financing on reasonable terms from other free 
world sources.” 

And it goes on to enumerate the Export-Import Bank, the World 
Bank, and private capital, so that it is in direct response to Congress 
man Reuss’ question. 

These criteria, based in themselves on the legislative history, seem 
to imply that in the determination of loans under the DLF there had 
to be some basis for identifying and appraising the technical feasi- 
bility, the economic soundness of the project, the contribution which 
that project might make to the viability of the economy as a whole, 
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and, by inference, toward the future day when an American aid pro- 

oram could be phased out because the economy had achieved a status 
self-support. 

= cage. Did you have in mind the definition of “eligible 

enterprises” in section 8 of this interpretation, I suppose you would 

re What is your question, Mr. Congressman ? 

Mr. Monaean. I say did you have in mind the definition of “eligi- 
ble enterprises” as is contained in section 8 of this brochure that 
you are talking about ¢ 
“ Mr. Haccerry. Very much so, Mr. Chairman. When this cogent 
statement became available to us, we had it very much in mind. 

Mr. Monacan. Mr. Meader ? 

Mr. Meaver. Mr. Haggerty, I just wanted to make sure that in this 
interpretation you had the concurrence of the Ambassador at the 
time. aed 

Mr. Haccerty. We did, sir. 

Mr. Meaper. Who was the Ambassador ? 

Mr. Haccrerry. Mr. Edward Lawson, the American Ambassador 
at the time. I might say that every message which goes forward 
here from the USOM passes through the Embassy, and we may, I 
think, generally infer that the messages, in any manner in which they 
touch or impinge upon policy, either implicitly or explicitly, will 
have the concurrence of the Ambassador, through his Embassy staff. 

Mr. Reuss. Mr. Chairman. 

Mr. Monacan. Mr. Reuss. 

Mr. Reuss. Mr. Haggerty, I don’t think there is any doubt that 
the DLF legislation was designed to secure capital development 
within the country concerned. The only question here is whether it 
has to be done in the most direct way or whether it can be done by 
indirection. 

Now, wouldn’t it have been perfectly possible in Israel, for example, 
to have granted Israel a straight $15 million loan for pure balance-of- 
payments purposes? It does not have to be tied to the import of a 
single nut or bolt. Yet it is provided in the agreement that this was 
to generate inflation-proof local currency which in one case could be 
used directly for paying local currency cost, largely labor, on a series 
of very carefully defined and supervised projects, or in the other case, 
it need not have been so closely tied. Couldn’t every object of the 
DLF philosophy be accomplished by such a program? If it be the 
purpose of the program to foster private enterprise, as it surely is, 
couldn't we have said to the Israeli Government, all right, we will 
give you this $15 million balance-of-payments loan, but on your proj- 
ects here in Israel, we want those projects to be handled by a private 
irrigation company, a private telephone company, or whatever the 
form of activity was? What I am getting at is, What is the magic 
of requiring that the loan be used for purchasing capital equipment 
m the United States with the loan itself ? 

Mr. Hacarrry. I wonder, Mr. Congressman—— 

Mr. Reuss. In fact, that wasn’t finally so stipulated. We didn’t 
go that far. 


Mr. Hacorrry. If I may respond directly to that, Mr. Congressman, 


| I don’t believe that is true of the situation here, nor has it ever been 
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in any expression of our position from USOM; that is, “Buy Ameri. 
can” has never been part of our position. 

Mr. Reuss. “Buy capital goods,” then, wherever bought. 

Mr. Haccertry. Or engineering services. 

Mr. Reuss. Or engineering services. 

Mr. Hacerrry. Or other services which will lead to economic de. 
velopment of such a character that its technical feasibility, economi, 
soundness, can be studied and appraised. It implies a project-type 
rather than balance-of-payments type of loan. 

Mr. Reuss. I get the feeling here, though, that we are putting, 
size 42 coat on a size 88 body. Here the Israeli Government appears 
to have said, look, we are getting all the fine engineers we want from 
Germany under the reparations agreement. We are getting the bull. 
dozers and the machine tools from England and Italy under bilaterg] 
trade agreements we have with them, in effect, barter. What we need, 
they said, are the imports we are now getting from the United States, 
wheat, corn, some consumer goods, and we need those because if we | 
use our local Israeli pounds to pay the workers who are going to ug 
these imported British bulldozers under the direction of the imported 
German engineer, they are going to inject that much surplus purchas. 
ing power into the economy and our development program will bog 
down. | 

Therefore, asking you to forget about the words of the statute for 
a moment, but to consider what the situation would have been if yoy 
were confronted with a completely broad statute that says, “Do any. 
thine you want with the American tax dollars we are appropriating,” 
would it not have been a more useful program in terms of the objec. 
tives of our foreign policy to have given the Israeli a straight balance. 
of-payments loan ? 

Mr. Haccrerry. This would be very much a matter of personal 
opinion, Congressman. 

Mr. Reuss. I want yours. 

Mr. Haccerry. Mine is that in the situation in Israel, as I apprais 
it and have appraised it these 2 years—I wouldn’t attempt to speak for 
other countries, or in generalities—but as I see the situation in Israel, 
there is a very wise and a very sound basis in fact for the legislation; 
we now have to try to achieve a project basis for the credits in order 
to achieve this foundation, on which it is possible to make a separate 
and objective determination of technical feasibility, economic sount- 
ness, and the contribution this loan will make to the viability of the 
nationaleconomy. Without such a project basis, without such founds 
tion for this type of analysis, we are completely in the hands of the 
other country as to the manner in which the money shall be used, or 
whether in the total national financing it is going to continue to pro- 
liferate or whether it is going to close at some future date and thereby 
close out the necessity, real or alleged, for American Government 
financial support. 

Mr. Revss. I perhaps did not get my idea across to you, so let 
try it again. 

Mr. Monaaan. I think what we should do is suspend for 5 minutes 
and then go on until 1 o’clock. 

(Whereupon, at 12:10 p.m., a recess was taken to reconvene % } 
12:15 p.m., the same day.) 
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Mr. Monacan. May we resume here now ? é 

I think you had another question, Mr. Reuss, before we suspended ; 

id v ot ? 
ee Raves: Yes. I do not want to prolong it unduly. I am taking 
so much time as I do because it is a pretty fundamental point. _ 

I wanted to ask Mr. Haggerty’s views on whether it isn’t possible 
to have a most useful project type of economic development in a 
country, such as Israel, which requires for its fulfillment an old- 
fashioned balance-of-payments loan, and I will put a somewhat 
hypothetical case because if we take actual cases it might seem, for 
example, as if I were being critical of what has actually been done, and 

ot. 
“ae ve suppose that the Israeli Government wanted to build an 
irrigation project here which met all the engineering and economic 
tests. It was a fine project, calculated to develop the country and put 
it on its own feet. Let us suppose furthermore that the engineering 
help which it needed to build this irrigation project it had arranged 
to get from West Germany under the reparations agreement. 

Let us suppose further that the capital equipment needed to build 
the project, bulldozers, earth movers, it was procuring from the United 
Kingdom under a bilateral trading agreement whereby Israel sent the 
UK oranges and got back bulldozers, so that the one ingredient needed 
to make this project a success was local Israel labor to dig the irriga- 
tion project and that the hitch there was that if existing Israeli cur- 
rency were used for this purpose, it would create a purchasing power 
inthe country which would lead to inflation unless it was offset by the 
bringing into the country a supply of goods to meet the lira demand of 
the workers. 

Under those circumstances, it seems to me that American policy 
could be most. usefully carried out and our object of developing 
underdeveloped countries most effectively served by making a straight 
old-fashioned dollar balance-of-payments loan to the Israeli Govern- 
ment. 

I put this hypothetical case to get your view, Mr. Haggerty, as to 
whether, leaving to one side the question whether this is covered by 
existing law or not, whether this wouldn’t be a useful form of Amer- 
ican economic aid and in the circumstances the most. useful form. 

Mr. Haccrrry. Mr. Congressman, as a hypothetical case, this could 
very well be true, particularly, as you comment, if we would set aside 
existing law. 

Mr. Reuss. I think that is enough of an answer. 

Thank you, Mr. Chairman. 

Mr. Monaean. Each of us has a right to his own view of the intent 
of Congress with respect to legislation, and I am glad that the gentle- 
man from Wisconsin has expressed his with respect to the legislation 
creating the Development Loan Fund. However, I think the record 
should show that many Members might not share the view of Mr. 
Reuss that the Congress intended the DLF to have such wide latitude 
in the exercise of its discretion. 

Mr. Meader, would you like to proceed ? 

Mr. Maver. Mr, Chairman—first, Mr. Haggerty, I would like to 
commend you and the Ambassador at the time for what I regard as 
the appropriate attitude of a public servant in the executive branch of 
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the Government in taking the narrower position, where there may be 
some doubt about the language Congress has used, rather than th 
broader one. . 

I must say that it is somewhat refreshing because I don’t think j 
has always been true that the agencies in the executive br anch of the 
Government refrained from stretching language of Congress to reg} 
in greater authority and wider discretion on their part. 

Then I would like to ask you, which I think I may have asked fy. 
fore, but just to make it clear as a foundation for another question | 
want to ask, I understand you have had nothing to do whatever wit} 
Export-Import Bank loans? 

Mr. Hacecrrry. For practical purposes this is correct. I assump 
you are referring to the dollar loans. 

Mr. Meaper. Yes. 

Mr. Haccerty. As Mr. Shaw has mentioned earlier, typically th 
Export-Import Bank conducts its own business as a. b: ink from ¥ ash- 
ington. When occasion demands it they will send a mission of thejp 
own people into the country on a survey mission, get the facts, analyy 
them and make their own decisions. 

Mr. Meaper. Now, I would like to follow that with a question with 
respect to the Development Loan Fund operations. 

Originally, of course, the DLF, was a part of the ICA, and thus the 
field missions, had definite responsibilities as a part of the or. 
ganization for which the DLF was created, but since the DLP 
—— ed its autonomy, what would be your comment—and I dont 

rant it confined to just good or bad—on the DLF employing the 
Raiert: Import Bank technique and procedures in the processing of 
applications and the approval of loans? That is to say, where the 
missions in the field would have nothing or relatively nothing to do 
with the processing of the application, ‘the preparation of informa 
tion and participation in the decision-making process. 

Mr. Hacecerry. I am not at all sure, Mr. Congressman, that my 
opinion would be particularly valuable in this regard but for what it 
is worth, and since you have asked it, I would feel that in the proces 
the American Government would lose something rather vital in what 
was, as I understand it, initially contemplated as a special role of the 
DLF and that is as a lending mechanism to advance the purposes for 
which we conduct the foreign aid program. It would be my opinio 
that if the DLF reverts more to the status of a bank in business for 
banking purposes that something rather vital and important wouli 
have been lost in the process and that thereupon the Government ani 

the Congress might find itself in the necessity of considering how to 
reestablish that kind of an instrumentality to perform this fune 
tion of advancing American interests abroad through economic aid. 

Mr. Mreaper. Your feeling is that it would be a bad thing for tle 
DLF to adopt the Export-Import Bank type of oper: ation ¢ 

Mr. Haaerrry. I do not like to say “bad” or “good.” I think w 
would have lost something which was in the initial intent in establish 
ing the DLF. 

‘We would have lost something in the character of the instrumental 
ity that has been created. 

Mr. Meaper. And I assume that the Embassy would be fais 
similarly if the DLF adopted the Export-Import Bank methods aul 
procedures ? 





wl 
a ( 
W 
sit 
me 
un 


ish 
an 


© may by 
than the 


t think jt 
ch of the 


s to regult 


asked bp. 
\uestion | 
ever with 


IT assume 


ically the 
om. Wash. 
n of their 
S, analyse 


stion with 


d thus the 
f the or. 
the DLF 
id I don't 
oying the 
cessing of 
where the 
ing to do 
* informa- 


1, that my 
or what it 
he process 
al in what 
role of the 
poses for 
ny Opinion 
siness for 
ant would 
nment and 
ing how to 
this fune- 
ymie aid. 

ng for the 


I think we 
1 establish: 


trumental: | 
be. affectel| 


ethods aut 





DEVELOPMENT LOAN FUND 255 


Mr. Suaw. Mr. Congressman, my reaction might depend a bit upon 
what the setup is in a given country because, as I understand the law, 
a country could receive a DLF loan even if there is no ICA program. 
Where you don’t have an ICA mission there might conceivably be a 
situation where the DLF should be staffed to undertake its own assess- 
ment, particularly if the economic section of the Embassy is small and 
unable to take on such additional work. tt 

However, where you have a large ICA mission or the presence of an 
ICA program, it seems to me it would be wrong and would be dimin- 
ishing the effectiveness of their work to duplicate the engineering 
and staff that would be required to process each application. 

[ just wanted to point out there might be two situations. 

Mr. Meaver. I might say that it has always impressed me that peo- 
ple who are on the ground and deal day in and day out with the for- 
eign government and the entire country do have a perspective and 
knowledge that perhaps would be lost if the Export-Import Bank 
type of operation were applied to the DLF. : 

? would appreciate some additional suggestions on just how that 
might actually work out in some detail if you were able to supply it; 
I mean more specifically than I have stated it. 

Mr. Suaw. From the standpoint of our posture and stature in a 
country such as this, the directive that an application can be brought 
either to Washington, to DLF or to USOM, or to an embassy is con- 
fusing, I think, to the applicant. I would feel that from the stand- 
point of our assessment of the total economic situation here and the 
role that the United States plays that the more of the requests that 
were reaching Washington through the Embassy would strengthen 
the Embassy’s role in assessing the effectiveness of our total program. 

If they adopt the Export-Import type procedures, there is a cer- 
tain gap in our information as to what the Bank would be doing, 
which we can protect ourselves in to the extent that we are participat- 
ing in the decision as to whether a DLF loan should be made or not. 

Mr. Meaper. Do you have any suggestion as to a mechanism or 
procedure that might be established, not to require clearance and 
approval perhaps, by either the Embassy or the USOM, but at 
least to require knowledge and an opport unity to object or put forth 
a point of view ? 

Mr. Suaw. At the present time, while there is some gap in the time 
between, maybe, the presenting of an application to the agency, the 
DLF in Washington, usually our contacts with the Ministry of 
Finance people are such that within a matter of a day or two we are 
brought a copy of a letter that has been filed with the DLF. 

This has happened within the last few weeks and on a series of 
projects that they have brought to us, totaling some $44 million. 

Mr. Mraper. That might apply to a Government applicant, but 
where the applicant is a private corporation, how would you learn 
about that ? 

Mr. Suaw. Well, we have a DLF liaison officer in the USOM. 
A private person is apt to know less about our procedures here than, 
say the Israeli Embassy in Washington. This applicant is most 
likely going to come to the DLF liaison officer in the USOM, and I 
think Mr, Ferderer has had experience in working with these ap- 
plicants and assisting them in the preparation of these loan requests. 
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I believe a number have been forwarded to Washington for © 
sideration by the DLF, where the action has been generated throygi, | 
the work here of the USOM. . 

These are small projects, as I recall. 

Mr. Frerperer. Yes. There have been several of them. 

Mr. Meaper. Would there be any possibility, or do you feel tha 
if the Embassy or the USOM has no knowledge or no participation 
whatever in the DLF loans and they are made completely from Wash. 
ington, and anything you may learn about it is by mere chance, thy 
loans might be made which might actually harm our relations with 
the country for which the Embassy and USOM are responsible fo; 
our position ? 

Mr. Suaw. Congressman Meader, I don’t think this is likely tp 
happen because if it is a large loan, if there is a question of politica] 
judgment, I have no doubt but what our views will be solicited, As 
for a loan being made even without our knowledge, this is not likely 
because there is an interchange of communications. A DLF officer 
is arriving on Sunday. We have pending this request for several] 
projects that total $44 million. 

The Embassy and USOM will jointly take her around, view these 
projects with her and through this liaison I have every confidence 
that we will know the decisions that the DLF will be arriving at, 

Mr. Meaper. Thank you. 

Mr. Suaw. She will be here 1 week looking over these projects 

Mr. Monacan. Who is that? 

Mr. Suaw. Mrs. H. K. Shorter. 

Mr. Monaean. Mr. Barry? 

Mr. Barry. On the subject matter of the difference between the 
DLF and the Export-Import Bank background, I think the record 
should show that the legislative history of the DLF sets forth rather 
clearly, when Mr. Dulles was testifying, and I am quoting from the 
Senate Foreign Affairs report, page 5: The Fund would primarily 
be an instrumentality of foreign policy 

Mr. Monacan. Excuse me. I[ think you had better identify this 
a little better and give the date and page of this specific publication 
if you want to refer to it. 

Mr. Barry. Would you put this insertion after my initial citation— 
as contained in ICA Bulletin, Public Document, September 13, 1957, 
entitled “Legislative History of the DLF.” 

Mr. Monacan. What page? 

Mr. Barry. Page II-B-2. That is Roman numeral II-B-2. 

This purports to quote from Secretary of States Dulles’ statement 
before the Senate Foreign Affairs Committee, page 5: 





The Fund would primarily be an instrumentality of foreign policy and as 
such take greater financial risks than those acceptable to existing institutions. 

That was later embodied in the law, and now I quote the law, sec- 
tion 523. Paragraph (c) : 

Under the direction of the President, the Secretary of State shall: One, 
coordinate the various forms of assistance authorized by this Act so that the 
foreign policy of the United States may best be served thereby. 

I think it is very important to realize the fundamental difference 
between an Export-Import Bank loan and the legislative history 
that brought about the Development Loan Fund. 
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Again, reading from the SFR report, page 12 of the same docu- 
ment, page II-C-2, I would like to read one sentence. Phe source 
of the statement is not identified, but the language is clear: 

" ittee is assured by the Executive Branch that the DLF is de- 
daa A cumtraliee ts a eanene site of the Mutual Security Act almost all 
economic assistance for development purposes. 

Now, I believe that this statement, together with the legislative his- 
tory, together with section 523(c) of the act, points the direction 
toward which mutual security will be administered insofar as loans 
are concerned in the future. 

There is in the law also what is known as the Meader amendment— 
that Meader amendment is quoted—— 

Mr. Meaver. He read it. 

Mr. Barry. Which, as you know, is toward the encouragement of 
private capital, and I would like to ask you a few questions, Mr. Hag- 

erty, or maybe this should come from the man particularly ident ified 
with the DLF here, but certainly we should have on the record, if 
there have been any applications for private loans by private enter- 
prise to this fund. 

Mr. Haccerry. Mr. Chairman, I might respond to that and then 
ask Mr. Ferderer if he can supply additional detail. 

There have been such applications in the first phase and before we 
had the criteria, and particularly the stated criterion as to the mini- 
mum size of loan. This mission had, in response to Washington in- 
structions, publicized the availability of the Fund, but without hav- 
ing benefit. of the criteria we had not indicated minimum size of loans. 
As a consequence, we obtained a number of applications for loans 
which later turned out, in response to the criteria as later stated, these 
loans turned out to be smaller than those which the DLF was pre- 
pared to undertake in its own direct hands. The borrowers were sub- 
sequently so advised. Since that time--and this would anticipate, I 
think, another subject, the loan to—— 

Mr. Barry. There have been no large loans from the private sector 
that have been applied for since this has been available as an instru- 
ment of credit ¢ 

Mr. Haccerry. There has been at least one which was applied for to 
USOM, which we, together with our analysis and recommendations, 
forwarded to the DLF in Washington for their consideration: the 
DLF in turn referred it back to us with the recommendation that this 
seemed to be one which might fit the newly contemplated arrangement 
with the Development Bank in Israel. 

That loan, I believe, is now in the hands of the Israel Development 
Bank. 

Mr. Barry. Mr. Haggerty, in view of the background and legisla- 
tive history of this Fund, would you not think that the decision made 
back in Washington, perhaps on a foreign policy basis, was an appro- 
priate one ? 

Mr. Haacerry. Which decision ¢ 

Mr. Barry. The decision with respect to the $15 million initia] loan. 

There has been some criticism of the handling of this loan, that 
there was confusion as between your interpretation of the law and 


the execution of the loan insofar as approval there is concerned, that 
is without field approval. 
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Mr. Haccerry. I think I should say, Mr. Congressman, that in the 
field we recognize and are quite aware of the fact that our pare 
offices in Washington have factors to reckon with which we are 
aware of and we are not in a position to deal with and, on ba] 
when a decision is made, we abide by and accept that decision, 

Mr. Barry. In fact, you wouldn’t make a political or a foreign 
policy recommendation with respect to a loan of this kind, would yoy) 

Mr. Haagcerry. I don’t believe I am qualified to. aig 

Mr. Barry. So the two are separate, the foreign policy aspect of 
this loan being a matter between the Ambassador and a matter be. 
tween the State Department and the President, is it not? 

Mr. Hacecrrry. That is correct. 

Mr. Barry. So when this loan was made it was not a refutation 
necessarily, of your fieldwork, but it could well have been, and was 
indeed, a loan based upon foreign policy, backed up by the statute of 
the act and backed up by the legislative history that brought about 
the Development Loan Fund? 

Mr. Haceerry. That is correct, sir. 

Mr. Barry. Thank you. 

I would like to ask Mr. Shaw one question. This again, goes back 
to certain criticisms that have been made of this loan. Is there avail. 
able financing, so far as consumer goods are concerned, without resort 
to such a fund asthe DLF? 

Mr. Suaw. Mr. Congressman, in my judgment the DLF is not 
needed in Israel to finance consumer imports. This country has ade- 
quate stocks of fruits, vegetables, poultry, eggs, to take care of its 
requirements. It is somewhat deficient in grain, but these grains are 
coming through the Public Law 480 program. The purpose of the 
DLF request is to obtain foreign exchange to finance capital equip- 
ment. This loan No. 5 was used to finance electric power, or is being 
used to finance electric power, transportation, industrial machinery, 
and the word “agriculture” appears in the list, but it is not agricul- 
tural goods in the sense of consumer goods, but it is pipes for laying 
in the field, pumps, probably a large crane for laying of these re- 
inforced concrete pipes, the steel that goes into making concrete pipes, 

The word “agriculture” standing alone is misleading because they 
are talking about capital equipment. Then the last category is min- 
ing, pouring, and public works. This is increasingly evident by the 
kinds of projects which are pending and which they have recently 
brought to us. They are all project-type requests such as financing 
for port of Ashdod, the Lydda Airport, Israel railways, and I can 
give you a quite a list here of 14 or so projects. 

Mr. Monacan. So the tendency now is to apply on a project basis! 

Mr. Suaw. Yes, sir. 

Mr. Monacan. But this loan we have been discussing and these 
items that have come in have not been limited to any one project, but 
have been spread out over the wholeeconomy. Isthat so? 

Mr. Suaw. They have been programed around these five areas that 
I have mentioned. 

Mr. Monacan. But those are fields of economic activity, not par- 
ticular projects? 

Mr. Suaw. That is right. 


nt 
hot 
ance, 





M 
that 
loan 

M 

M 

I 
coul 
of tl 

D 

M 
The 
sup] 
sure 

I 
coul 
tion 

M 
tern 
turn 

M 

M 
pro} 
well 

T 
Is it 
bit n 

M 
sure 
has. 
toric 
tilit 

M 
so t] 
of th 

M 

M 

M 
in Ii 
man 
fore 
craft 
of 31 
of th 

M 


thess 


i DLE 


M 
ister 
from 

M 
Do 5 


m the 
arent 
"e not 
lance, 


reign 
l you? 


ect of 
er be- 


tation, 
id. was 
bute of 

about 


3S back 
» avail- 
> resort 


is not 
as ade- 
. of its 
LINS are 
of the 

equip- 
is being 
‘hinery, 
vericul- 
laying 
hese re- 
e pipes. 
ise they 
is min- 
t by the 
recently 
nancing 
id I can 


+t, basis? 


nd these 
ject, but 


reas that 


not par- 


DEVELOPMENT LOAN FUND 259 


Mr. Monacan. So that to the extent that this position is correct, 
that the Development Loan Fund should be limited to projects, this 
loan has departed from that ¢ b. 

Mr. Suaw. This was the first loan, and we treated it as transitional. 

Mr. Monacan. I would like to take up a few more points. 

[ noticed that the term of this loan is 15 years. Could you say, ur 
could Mr. Haggerty say how that term would correspond to the life 
of the equipment that is the subject of this loan? 

Do you understand the question ? 

Mr. Haccerry. Yes; I understand the question, Mr. Congressman. 
The difficulty in answering it is the precise items of equipment to be 
supplied under the loan are a post facto determination, so I am not 
sure how the question could be answered. 

Iam not aware of whether that was the major factor taken into ac- 
count in setting the 15-year term. ‘This was a Washington determina- 
tion. 

Mr. Monacan. In other words, there was no relation between the 
term of the loan and the items that were financed, as it eventually 
turned out ‘ 

Mr. Hacerrtry. I am not aware of any such relationship. 

Mr. Monacan. Because, of course, the term with a hydroelectric 
project might very well be one thing, and with tractors might very 
well be another, based on general banking principles. 

There have been questions about the private sector of the economy. 
Is it a fact that the private sector of the economy in Israel is quite a 
bit more limited than it might be in other countries / 

Mr. Haccertry. This is a difficult generalization to make. I am 
sure there are countries that have even less private sector than Israel 
has. It is true it has been limited in Israel due somewhat to the his- 
toric facts under which the country achieved its sovereignty, the hos- 
tility of the neighbors, et cetera. There are limitations. 

Mr. Monacan. Is there sufficient private sector to the economy here 
so that this general policy of the DLF of contributing to the growth 
of the private sector is important in this country ? 

Mr. Haceerry. It is important. 

Mr. Monacan. It is important ? 

Mr. Haccerry. It is important. The private sector of the economy 
in Israel includes a very substantial mosaic of small business firms, 
many of the proprietors or owners of whom immigrated to Israel be- 
fore sovereignty, bringing with them their acquired skills, knowledge, 
crafts, in many instances some capital, and by and large this multitude 
of small business firms is a very important part of the warp and woof 
of the economy of Israel] today. 

Mr. Monacan. I think you implied at least that the majority of 
these firms would be so small that they would not be affected by the 


| DLF type of loan; is that correct ? 


_ Mr. Haccerry. As regards the direct loans by the DLF as admin- 
istered from Washington, it is true that they are almost precluded 
from direct participation in the Development Loan Fund, itself. 

Mr. Monacan. Some mention has been made of “buy American.” 
Do you have any policy or do you exert any influence or is there any 
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policy, insofar as the borrowers are concerned of buying in the United 
States. 

Mr. Haccerry. Up to this point, Mr. Chairman, the policy, and | 
might say one to which USOM, and, I — the Embassy, has fully 
agreed, is the established ICA policy of enabling the borrower country 
to get the maximum value for its loan or aid dollars through a system 
of worldwide procurement on a competitive basis. 

Under this arrangement, the actual procurement under this DLF 
loan No. 5 has flowed to Israel from a number of countries other than 
the United States. 

In other words, “buy American” has not been an operative part of 
this existing loan. I believe we have that information at hand if the 
committee 1s interested, the countries of origin of the more or less $13 
million which have flowed already to Israel under this loan. 

Mr. Monacan. Just one more point. 

This is a 15-year loan, so that 1 year has gone by. This may have 
to do with the way in which the funds are advanced, but even 15 into 
$30 million would be $800,000 and yet the principal payment js 
$50,000. 

Is there a default or failure to keep to the schedule or what is the 
explanation of that discrepancy, if there is one? 

Mr. Haccerry. This I am sure could be answered by turning to the 
loan agreement, which I am sure is available here in the room. I sug. 
gest as a possibility, which would need to be verified, that there is a 
grace period. 

Mr. Monacan. A grace period after the year is terminated? 

Mr. Frerperer. I can answer that, sir. My name is Carl Ferderer, 
born in North Dakota. You wanted a biographic sketch? 

Mr. Monaaan. I think it would be helpful. 

Mr. Ferperer. I have spent about 10 years in Government service, 
7 years in private enterprise. I have been in the country here about 
8 months. My present job is Deputy Chief of the Industry, Mining, 
Transportation Division of the USOM, and I have the assignment as 
DLF liaison officer, in addition to that principal assignment. 

The first payment due under the DLF No. 5 is June 1, 1959, which 
was made in the amount of $50,000, so they are current on their pay- 
ments. 

Mr. Monacan. In other words, the payments vary in amount? 

Mr. Ferverer. That is right. 

The first, payment is a nominal one of $50,000. That was made. The 
next. payment is due December 1, 1959, of another $50,000, so you 
might say they are current in their payments. 

We could enumerate for you the amortization schedule. We have 
it readily at hand, sir. 

Mr. Monacan. No. That explains to me the reason why this ap- 
pears as it is. ' 

I think we had better suspend here. We will want to go into the 
other loan, at least to some extent. 

Mr. Barry. The one from the private sector. 

Mr. Monaaan. Maybe we should come back at 2 o’clock. 

(Whereupon, at 1 p.m., the subcommittee adjourned to reconvene 
at 2 p.m., the same day.) 
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AFTERNOON SESSION 


Mr. MonaGan. We will call the hearing to order. 

I think we will proceed this afternoon with Mr. Reddan conduct- 
ing the interrogation. 

9 you want to go ahead, Mr. Reddan? 

Mr. Revpan. Mr. Haggerty, to get back to this loan No. 5 we were 
discussing this morn aie [ understand the original application called 
for a loan of $25 million, approximately $22 million of which was 
to generate local currency for development projects; is that right, 
sir! 


STATEMENT OF JOHN J. HAGGERTY, DIRECTOR, U.S. OPERATIONS 
MISSION, ISRAEL; ACCOMPANIED BY VICTOR SKILES, DEPUTY 
DIRECTOR; CARL R. FERDERER, DEPUTY CHIEF, INDUSTRY, 
MINING, AND TRANSPORTATION DIVISION; AND CHRIS JENSEN, 
CONTROLLER 


Mr. Haccerry. I believe so. I couldn’t vouch as to the absolute 
details, since I haven’t looked at this. 

Mr. Reppan. That was the thrust of the loan application, to obtain 
local currency for development projects / 

Mr. Haceerry. I believe that is right. 

Mr. Reppan. In the final analysis, when the loan application was 
finally approved, it was approved in the amount of $15 million, is 
that right, sir ? 

Mr. Haceerry. That is right. 

Mr. Reppan. And under that loan was any local currency gen- 
erated ? 

Mr. Haccerry. Not in the usual sense in which that term “genera- 
tion” is used. 

Mr. Reppan. Was there any local currency generated which could 
be used by the Israeli Government for development projects along the 
lines suggested by the original application ¢ 

Mr. Haccerry. I would want to consult the staff on this. Offhand, I 
would say to the extent that the materials or equipment which would 
be imported would come in, would be conveyed or sold to other than 
Government entities, such sale would generate, as we use the term, 
would generate local currencies, but I believe in this instance, since 
these are all essentially public projects, I cannot see how such genera- 
tion would take place. It might be that one of the members of the 
staff might want to complement that. 

Mr. Reppan. If you would ask them. 

Mr. Haccrerry. Mr. Skiles. 

Mr. Sxiixs. Victor Skiles, Idaho, 1917, Second Congressional Dis- 
trict. 

I think this is the correct answer : The Government does collect local 
currency, regardless of who receives the goods, even though it is 
mother Government ministry. They go through the budget process. 
| wouldn’t say this was generation in the real sense if it goes to a 
private utility, but funds do flow to the Government accounts. 
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Mr. Reppan. Let me go back and ask you whether or not any of th | 
funds generated could serve the purpose outlined by the Israeli Goy. 
ernment in its or iginal loan application. 

Mr. Sxinxs. I think they could, yes. 

Mr. Reppan. To what extent, sir? 

Mr. Sxites. They can be directed to the same project. This gets 
into the question of whether r you consider total budgets or only part 
of the budgets, but local currency is available for the total “Israe 
budget. 

Mr. Reppan. When these funds are made available by DLF, they ay 
in the form of credits, are they not ? ; 

Mr. Sxives. Yes. 

Mr. Reppan. And against these credits capital goods are ordered by 
the Israeli Government; is that correct ? 

Mr. Sxizzs. Well, some of them by the Government, some of they 
by private importers. 

Mr. Reppan. Excuse me, I couldn’t hear you. 

Mr. Sxries. Some of them by the Government, some by private in. 
porters. 

Mr. Reppan. Would you break it down for me, please, as to what 
percentage was by the Government and what by private importer! 

Mr. Skies. No,sir. We don’t have that information. 

Mr. Reppan. You do not know whether these were for the Gover. 
ment or private individuals? 

Mr. Sxiuzes. On the first loan we do not have complete informatio 
as to what was actually bought with the money, no. 

Mr. Reppan. You don’t know what the funds were used for ? 

Mr. Skies. Not in their entirety, no. We don’t know who the end 
users were, yet, of the imports. 

Mr. Reppan. Do you know what was purchased ? 

' Mr. Sxires. We have a report on the first roughly $814 million, 
Mr. Chairman. 

Mr. Reppan. Did it tell you what was purchased ? 

Mr. Sxiies. Yes. 

Mr. Reppan. Do you know whether that material ever came into 
the country ? 

Mr. Sxizes. We haven’t conducted any tests on it to determin 
yet, no. 

Mr. Reppan. You have made no end-use checks ? 

Mr. Sxiies. That is correct. 

Mr. Reppan. Do you know whether DLF or any agent of DI? 
has made an end-use check ? 

Mr. Sxites. We know that DLF some time in August asked th 
ICA/Washington controller to conduct an investigation on this # 
count. 

Mr. Reppan. August of this year? 

Mr. Skies. Yes. 

Mr. Reppan. DLF asked the Washington controller to conduct # 
end-use check in Israel ? 

Mr. Sxires. Not in Israel. 

Mr. Reppan. Do you have a document there to which you aret 
ferring ? 

Mr. Sxires. Much to my surprise, I do, yes. : 
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Mr. Reppan. Does it relate to this particular matter ? 

Mr. Sxuzes. Yes. This is a message from DLF in Washington, 
dated August 27, advising us that the ICA/W controller had been 
asked to conduct an end-use check on DLF loan No. 5. 

Mr. Reppan. Was that passed to you for action or passed to this 
Mission ¢ 
~ Mr. Sximes. We might have a problem with the word “action” 
here. It is directed to the Mission, yes; but this is en informational 
paragraph. It is not one which requires action. yh 

Mr. Reppan. Have you heard anything further with respect to that 
end-use check ¢ 

Mr. Sxites. No, sir. 

Mr. Reppan. The Mission is not expected to do anything in that 
connection ¢ 

Mr. Sxites. Not at the moment. We haven’t been asked to under- 
take any steps at all. 

Mr. Reppan. Do you have reason to believe that you will be asked 
to do that ? 

Mr. Sxites. This would be purely speculation to guess about it. 

Mr. Reppan. Your answer suggested a question. I was just won- 
dering whether or not you would have further information or reason- 
able belief that you will be asked. 

Mr. Sxites. No. This is the last request. 

Mr. Reppan. Do you know what amount of money has been 
expended under this loan ? 

Mr. Sxites. Well, if you don’t mind, I would like to ask Mr. Jensen 
to confirm this. 

Mr. Jensen. It is somewhere around $13 million. I don’t have the 
exact figure in mind. 

Mr. Sxines. Is this from your records? 

Mr. Jensen. That is the latest. 

Mr. Suaw. That is from the Ministry of Finance. 

Mr. JenseN. This came in from Washington. 

Mr. Sxiixs. But they did send this report on how much they have 
expended ? 

Mr. Jensen. Yes. 

Mr. Sxizes. This came from them. 

Mr. Jensen. Yes. 

Mr. Sxires. According to our information, just under $13 million 
has been expended, including the revolving fund of $1,500,000. 

Mr. Ferverer. Could I correct that? We have a more up-to-date 
report that came in yesterday morning. The total amount expended 
is $13,804,000. 

Mr. Reppan. And of that $13,804,000, you say you have a report on 
approximately $8 million worth of machinery and equipment pur- 
chased ? 

Mr. Sires. That is correct ; yes, sir. 

Mr. Reppan. What was the date of that report, sir? 

Mr. Sxires. It is dated December 29 or 30; well, the end of Decem- 
ber. Iam not sure of the exact date. 

Mr. Reppan. What year, sir? 

Mr. Skies. 1958. 

Mr. Reppan. That represented purchases through what date? 
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Mr. Sxites. This was the report as of December 31. It was sup- 
posed to represent all procurement up to that time. 

Mr. Reppan. And do you have a copy of the report there, sir? 

Mr. Skies. Yes. This is a duplicate of the report that we haye 

Mr. Reppan. May I see it, please : : 

Mr. Suaw. That shows countries of origin. 

Mr. Sxmes. I am sorry. This is a summary, if that will serve the 
purpose. We do have a copy of the complete report. 

Mr. Reppan. Mr. Skiles, was this report which you have handed me, 
which is entitled “Purchases Made by Country of Origin with DLF 
Loan No. 5 from Inception of Activities to 12-51-58,” was that report 
prepared in this office or in this Mission / 

Mr. Skis. Yes. That was prepared in the Mission. 

Mr. Reppan. And on what information is this report based? 

Mr. Sxizes. That is on the basis of a report which came to us from 
DLF, which in turn was submitted to DLF by the Israel Embassy 
or the Israel Supply Mission in Washington, covering procurement 
through December 31, 1958. 

Mr. Reppan. I notice that this merely identifies the equipment or 
material in general terms such as electric power, transport, industrial 
development, agricultural development, quarry and mining. 

Do you have a further breakdown of these items so they could be 
identified in the field ? 

Mr. Sxizzs. I could give you some indication of the extent to which 
they are broken down. I wouldn’t at the moment care to answer the 
second part of that question. 

Mr. Reppan. What I would like to know is whether or not the 
mission has in its possession sufficient information to make this end- 
use check which you will in all probability be asked to make. If you 
were told to make an end-use check, what would you go out and look 
for and what would you use to look for it ? 

Mr. Sxiies. In those terms we don’t have sufficient information to 
carry on that job. 

Mr. Reppan. Do you know whether DLF has that information? 

Mr. Sxiues. I am reasonably sure they do not. I am not aware 
of the extent to which the detailed information has been submitted 
to them yet, but unless it is more complete than the report which we 
received for the period through December 31, it would be most dif. 
ficult to make an end-use check. 

Mr. Reppan. Did DLF send you copies of the reports which they 
had received from the Israeli Government ? 

Mr. Sxiues. Yes, sir. 

Mr. Reppan. And they represented that they were the complete 
reports received by them from the Israeli Government ? 

Mr. Sxruzs. I believe that is correct, yes. 

Mr. Reppan. Has this mission ever asked the Israeli Government 
for any more detailed reports? 

Mr. Suaw. May I take that? 

Mr. Sxizes. Sure. Go ahead. 

Mr. Suaw. Yes, sir. I have asked an officer in the Ministry of Fi- 
nance for a breakdown of how this money has been expended. 
Against the background of which that is prepared, we do know sources 
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of supply and the kind of commodities and the amount, but we do 
not know the end users. 

Mr. Reppan. Excuse me, sir. Do you mean you know the manu- 
facturer’s name and the serial number of the machine? 

Mr. Suaw. We don’t have the serial number. We just have a de- 
scription of the Caterpillar tractor, diesel engine, spare parts which 
substantiates what M r. Skiles says, it would be very difficult to run an 
end-use check on this, but the Ministry of Finance has said that they 
would undertake to prepare this list for us, but it would take several] 
weeks. This was a conversation about a week ago. 

They gave me illustratively five or six firms, but in terms of the 
amount of money involved, and equipment financed against these five 
or six firms, the list is not available. 

Mr. Reppan. Mr. Chairman, could I suggest that the committee 
request a copy of that information, or the mission supply the com- 
mittee a copy of that information at such time as they receive it from 
the Israeli Government ? 

Mr. MonaGan. Without objection, it is so ordered. 

(The information referred to appears on p. 266.) 

Mr. Barry. Could it also be asked that the Israeli Government be 
put on notice that this request has been made by this committee? 
Would you have difficulty getting this? 

Mr. Suaw. No, sir. 

Mr. Barry. It will come forth? 

Mr. Suaw. Yes, sir. 

Mr. Barry. I withdraw the question. 

Mr. Reppan. Mr. Haggerty, you may have testified to this before. 
If so, I do not want to be repetitious, but did you tell us how much 
local currency has been generated in Israel under the 480 program ? 

Mr. Haccrrry. Public Law 480? 

Mr. Reppan. Yes. 

Mr. Haccerry. This question has not been asked up to this point. 

Mr. Reppan. Would you give the committee those figures ? 

Mr. Haccerty. That figure is available. 

Mr. Revpan. What is that? 

Mr. Hacererry. That figure is available. Do you want the amount 
available for local programing ? 

Mr. Reppan. Yes, sir. 

I would like to know how much has been made available to the 
Israeli Government. 

Mr. Haccerry. Under section 104(g), I£144,981,000, plus I£20 
million on a special agreement to the Israeli Development Bank, 
atotal of 1£164,981,000. The Controller points out that of that amount 
made available it has not completely been released. There are 34,- 
479,000 that has not yet been released. 

Mr. Monacan. 164 million, is it not? 

Mr. Hagerrry. 164,981,000. 

Mr. Reppan. Can you translate that into dollars? I don’t know 
at what rate of exchange these various funds were made and over 
what period of time. 

Mr. Hacerrry. It is the official rate of one pound eighty to the 
dollar so the corresponding figures for the total would be $91,656,000- 
and-some-odd. 
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The 20 million pound special program loan to the Industrial D, 
velopment Bank is all ones, $11,111,111. 

Mr. Reppan. Can you tell the committee what disposition has been 
made of those funds by the Israeli Government ? 

Mr. Haccerry. These have been a wide variety of projects, a grea 
diversity of type. This is a cumulative figure since Public Law 480 
first became available in fiscal year 1955. 

This broad category—I hope this will tally up with the total here: 
it doesn’t, but the items show in types of project, in agriculture and 
natural resources, total loans and grants, 41,805,869; in industry and 
mining, 64,723,000; transportation, 10,907,000; community develop. 
ment, social welfare and housing, 5,632,000. 

Mr. Reppan. This is in pounds, sir? 

Mr. Hagcerty. This is all in pounds. 

Mr. Reppan. Mr. Chairman, while we are waiting for those figures, 
could we have admitted in the record at this point as an exhibit the 
document that I referred to a short while ago entitled “Purchases 
Made by Country of Origin with DLF Loan No. 5?” 

Mr. Monacan. Without objection, it is so ordered. It will be made 
an exhibit. 

(The information follows :) 

DLF Loan No, 5—List of ultimate purchasers (aggregate imports of $5,000 or 
more) to June 25, 1959 
CATEGORY I 


Nature of business Sum 


Stone and lime quarries_-____- i eee $38, 707.2 

National water network__________- al 117, 910, % 

Electricity supply_-.......-_- 2, 075, 138. % 
| —— . 


CANS 5 65... tikctteacadsdiguedtctatmitakbebdontwachowne 2, 231, 756. 40 


Even Ve’sid . 
Mekoroth Water Co., Ltd 
Palestine Electric Corp., Ltd__.....-..------ 


CATEGORY II 


Transport services 
Bus service 


Y. Balkman__-_- 


nition $6, 660.00 
Dan Co-operative Society 


30, 813. % 





Dim, Ltd__-- ; ee ee Transport services 6, 620.00 
Egged (E.S.D.), Ltd pada Bus service 62, 434. 75 
Fuel Transport Co., Ltd 5 Transport services 13, 800,00 
Hamekasher Co-operative Society Bus service 6, 892. 58 
Hamenia, Ltd siete eeval bined aon} Eramepors SOrvioss _... bid sacs 18, 745. 09 
Hegge Transport Co-. et eee ee do : 6, 660.00 
Israel Railways_--...-------- ats Railroad 47, 075, 80 


Jewish Agency =e 
Kaiser-Frazer (Israel), Ltd--.-...------ sth! 


ment. 
Ministry of Posts- 
Noaz Co Se 
Palestine Electric Corp., 
E. Samhayov eaale vet 
Sa-Sha, Ltd 
A. Shnapp & Co., Ltd 
Solel-Boneh - 5 : ar 
Tnuva-Exnort : ; : ; | 
Workers’ Transport Bureau 





Subtotal category I 





Agricultural settlement weit ah aii 

Automobile assembly for sale to 
tural and industrial enterprises. 

Agriculture 

Transport services Lowe neta 

Road building and maintenance 


Posts and telegraph............-. 
Transport services stasdeakieitie dick cis tecdietel 
DAOC EEE WER hele ccd deddawewsscue . 
Transport services 
do =< 
Battery works 
Contractors 
Marketing- 


agricul- | 


15, 516. 15 
947, 837. 15 


6, 121. 45 
13, 340.00 
32, 670, 6 


48, 223. 18 
6, 620.00 
5, 376. 21 
6, 670.00 
9, 504, 87 
6, 394. 38 
6, 428. 63 
6, 615. 00 
6, 620.00 


1, 317, 639, & 





DLF 


“Adin” 
“Amcol 
Redmot! 
Alan 
Alliance 
Aliya... 
Amgat, 
Assis, L 
Atlas_-. 
Bad-Go 
Baka P’ 
Bator 
Brake-I 
Chen, I 
Consutr 
J. Cyvi 
Datap.-. 
Dror, L 
Fertilize 
P. Fixle 
Gat—P1 
Gerev ¢ 
Govern! 
M. Gre 
L, Grur 
Hamat, 
Hebrew 
Herut -- 
H.M.H 
Huleh § 
Israel R 
Israel G 
Israel-A 
Israel U 
Israel Vi 
Kibbut: 
Kitan, | 
Konecen' 
Kvutzat 
Lainart, 
Lamerh 
Lana K 
Leviath 
Lodzia ' 
Malchi, 
Hamash 
Bema 
Meshi-§ 
Mitsba’ 
Moller " 
Namilit, 
Nazaret 
Negev } 
Nesher | 
Ofakim 
0.H.M., 
Olgy Za 
Orden 1 
Palan. . 
Palestin 
Polkmai 
Segatex, 
Siv, Ltd 
Sdoth-Y 
Slilim, I 
B. Shwa 
Slezinger 
Super P 
Teva, Li 
Technog 
Moshay 
Vulean, 
Yagiom, 
Se 
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Sum 


$38, 707.0 
117, 910.% 
075, 138. 6 


231,7 


756. 40 





$6, 660.00 
30, 813.% 
6, 620. 00 
62, 434. 75 
13, 800.00 
6, 802, 8 
18, 745.09 
6, 660. 00 
47, 075.80 
15, 516. 15 
947, 837. 15 


6, 121.45 
13, 340.0 
32, 670. 46 


48, 223. 18 
6, 620.00 
5, 376, 2k 
5, 670.00 
504. 87 
5, 304. 38 
6, 428. 63 
5, 615. 00 
5, 620.00 
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1, 317, 639, 
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DLF Loan No. 5 
more ) 


Purchaser 


“adin’—S. Neufeld, Ltd 

“Amcor,” Ltd 

Redmond-Ameor, Ltd 

Alan 

Allis ance 

ey Ltd. and Amcor, Ltd 

Assis, Ltd_.-------- ~------- 
ARE... cobenons : a 

sehen, , Ltd wceneee--- 
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Kitan, Ltd 
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Kvutzat Hadassah-‘ 
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Jewish Agency - - -- i siecle iia 
Jewish National Fund_-- 
Mekoroth-_-_- 

Ministry of Labor- ru 
Ministry of Labor, Housing Division__-_- 
Ministry of Labor, Public Works Dept_--- 


oon Boneh. - oie 

Vulean E ngineering..._..----------- 
Yachin Society, Ltd__- eae : oa 
Yuval Gad_ — 


Subtotal category IV 


U. Brenner- _ ~ 
Bror & Bar-Lev 

Carmeli Hadan. 
Consolidated Lime Works, 
Dead Sea Works, Ltd_- 

I. Eppel___-_-- ie So ze 
Even Ve’sid, Ltd Eee coe ke 
Freight Transport Co., Ltd se ee ee 
Fyer Bros. --- mn : 
T. Glazer._--- : = 
Hahofer, Ltd Se 
Hamat_. 

I. Hecker & Y. 
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Israel Mining. 
Jewish Agency. 
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a, Levit-- 


Rit... .:: 


Kaplan. 


Works____- 
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Ministry of Deve lopme nt- 

Ministry of Labor-Public Works De :. 
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Negev Phosphates._- soma 
Y. Nitsan ee 
A. Perlman... saiakianaiea 
Pituach___ 

Ramat, Ltd. 

A. Sami_ a : ca 
E. Shapiro-___- 
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Sucreir Gravel Works. -- 

B. & N. Tokochinski_- 

Tvay, Ltd__.- 

T. Weimberg.. 
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Y. Zigelbaum_ 
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Category 
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Mr. Barry. Excuse me. Along with the introduction of this docu- 
ment, might I ask if it is customary that this accounting is made at 
certain periods 

Mr. Suaw. That is correct. I would like the liaison officer to check 
me, but the reports are to be made semiannually, I think, starting the 
3ist of March. 5; e a 

Mr. Ferverer. That is right, beginning with the period ending De- 
cember 31, 1958, and at 6-month intervals thereafter. 

Mr. Barry. So that at another time we might be in here you would 
have a more up-to-date figure. 

Mr. Ferverer. Yes, sir. 

Mr. Barry. This procedure is something recently adopted ? 

Mr. Ferverer. No. This is part of the original requirement which 


was incorporated into the implementation procedure under DLF loan 
No. 5. 


Mr. Barry. Every one is on time as of now ? 

Mr. Ferverer. No. The report ending June 30, 1959, is delinquent. 
It isn’t in our possession as of now. 

Mr. Barry. But if it were in your possession that would bring up to 
date everything ¢ 

Mr. Ferverer. That is correct. 

Mr. Barry. Through June 30? 

Mr. Ferperer. That is correct. 

Mr. Barry. But there is a timelag to prepare that report; is there 
not ! 

Mr. Ferperer. That is correct. 

Mr. SHaw. That is customary. 

Mr. Barry. Thank you. 

Mr. Monaaan. Is there a question pending? 

Mr. Reppan. Yes. They are looking up a figure there. 

Mr. Haccerty. Just a comment, Mr. Reddan. On the figures last 
given on the breakdown by fields, the total is 123 million and a few odd 
thousand pounds. The difference between that figure by fields of ac- 
tivity and the total previously given of I£164,981,000 is due to the fact 
that one represents releases and the other, the larger total, includes 
funds not yet released. In other words, there is a difference between 
the amount set up for projects and the amounts actually—— 

Mr. Reppan. What is the date of that report from which you are 
reading ? 

Mr. Haccerry. This is the Controller’s report of June 30, 1959. 

Mr. Reppan. From where were those figures obtained, sir? 

Mr. Haccerry. May I ask if the Controller would answer that ? 

Mr. Reppan. Yes. 

Mr. Jensen. They are taken from our records in the USOM Con- 
troller’s shop. The figures released are the project agreement that 
we have signed with the Israeli Government; half the money has been 
deposited and allotment received. We do only release money which 
the Government can use in the next 2 or 3 months. We hold back 
certain of the money until such time as we get project agreements of 
what was done on the project. The last figure that Mr. Haggerty 
mentioned of 34,479,000 is the fiscal year 1959 Public Law 480 pro- 
gram. It is now in process of being through the program stage. 
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In other words, they have not yet made the full deposit in Wag). 
ington for this shipment against Public Law 480. They have not yet 
made allotments and have e not made project agreements with the 
Government. 

After the 1959 program of 34 million, the figure will go 164 millioy 
pounds. 

Mr. Reppan. Over what period of time have these reports been ke pt 
as to the disposition made of 480 funds by the Israeli Gover nent 

Mr. Jensen. Since 1955. 

Mr. Reppan. Have they always been based on information whi¢) | 
you consider to be ace urate and reliable ? 

Mr. Jensen. Yes,sir. They have. 

Mr. Reppan. Who is Mr. A. W. Frazer ? 

Mr. Hacerrry. Mr. Reddan, he was an industrial economist, a mem. 
ber of the USOM mission staff during a period of approximately 9 
years, ending not quite a year ago. 

Mr. Reppan. And Mr. Ross Gridley ? 

Mr. Hacecrrty. Mr. Gridley was our chief industrialist on the mig. | 
sion staff during the same period. 

Mr. Reppan. Mr. Haggerty, I would like to show you a Thermo-Fay 
copy of a message sent in February 1958, from Tel Aviv to ICA. | 
carries—— 

Mr. Meapver. From whom in Tel Aviv? 

Mr. Reppan. I am coming to that. It carries the legend that jt) 
was drafted by A. W. Frazer and author ced by Ross A. Gridley, and | 
I would like to call your attention to the last two paragraphs on the 
first page, sir. 

Mr. Haccerty. Yes, sir. 

Mr. Reppan. As far as you know, were Mr. Frazer and Mr. Gridley 
competent USOM employees ? ; 

Mr. Haccerry. Reasonably so. 

Mr. Reppan. You mean one is as good as the next? 

Mr. Haccerry. Well, if I could use a baseball term, “We are batting 
about as good an average as we can.” We might not be top in the 
league, but we are in the league. These were men who were assigned 
here. They were judged to be competent by the Washington estab 
lishment. We found them adequate for the positions, at least in the 
time under reference. 

Mr. Reppan. Are the matters referred to in that airgram matters | 
on which they should have been knowledgeable and w ithin the area of| 
the jurisdiction of the mission ? 

Mr. Haceerry. They are. 

Mr. Reppan. Are Mr. Frazer and Mr. Gridley still with ICA, 
you know, sir? 

Mr. Haccerrry. I believe neither of them is at the present time. 

Mr. Reppan. Do you know where they are now ? 

Mr. Haccrrry. I do not. : 

Mr. Reppan. Would you read those last two paragraphs to the com 
mittee, sir? 

(The followi ing comment on and paraphrase of the subject doct 
cap oy re submitted by the International Cooperation Administ 
tion 
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Mr. Haggerty, at this point, read the two paragraphs to the committee and 
pointed out that the airgram referred only to a specific project and not to all 
Public Law 480 local currency projects. The airgram informed ICA/W that it 
was extremely difficult for the USOM to obtain information from the Govern- 
ment of Israel on the utilization of funds under this project, despite the under- 
taking of the Government of Israel to provide such information, as stipulated in 
the agreement covering the project. This lack of information contributed to the 
growing conviction in USOM that the funds were not being used to the best 
economic advantage of Israel or in keeping with the objectives of USOM. It 
was pointed out that making funds available for projects was the lesser part of 
the total responsibility of the USOM—the greater part of this responsibility 
peing to assure that the funds were expended in such a way as to serve overall 
U.S. program objectives in Israel. 

Mr. Reppan. Well, you read a project number at the top there? 

Mr. Haccerry. Yes. This is project No. 17-23-237. 

Mr. Reppan. Is there more than one project agreement in connec- 
tion with that project ? 

Mr, Haccerty. No. There is the initial original project agreement 
with amendments or supplements from time to time, all of which 
would carry the same number, but it would be identified after. 

Mr. Reppan. You will notice in the body of the airgram that it 
refers to project agreements, and that is why I felt that there was no 
limiting factor and that this was merely a general observation upon 
the attitude of the Israeli Government in supplying information as to 
the disposition of Public Law 480 funds. 

Mr. Haccerry. I suppose that construction could be put upon it. It 
is still my belief the intent here was in the limited context of the 
message, which is identifiable by the reference to the project name 
and number. 

Mr. Reppan. Were you here at that time, sir? 

Mr. Haccertry. I was. 

Mr. Reppan. This refers to this as being the judgment of USOM. 
Would you concur in that judgment ? 

Mr. Haacerry. I am sure that I did, sir. The entire message is not 
here. Ihave no doubt that this went over my signature and that I did 
in fact sign it. 

I would have to check it if it were necessary, but I believe I was 
inthe mission at that time. 

Mr. Meaper. Is that 1959? 

Mr. Reppan. 1958. 

Now, I would like to ask yon, Mr. Haggerty, if you can reconcile 
the statement in that airgram with the statement just given the com- 
mittee by the controller with respect to the availability of information. 

Mr. Haccerry. Pardon me. May I ask if the committee has the 
full text and the signature page of this? 

Mr. Reppan. I only have two pages of that airgram, from the files 
of DLF. The other one apparently became detached somewhere 
along the line, but I am sure your office here can identify the original 
in your file room and perhaps someone could bring it to you. 

Mr. Haccerry. We can establish that from our own files. It will 
take a bit of time. 

Mr. Reppan. Do you need the entire airgram to answer my ques- 
tion? 

_Mr. Haaeerry. I would like to satisfy myself whether I had in fact 
signed this one because it is within a matter of a day or two that I had 
eft here. 
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Mr. Reppan. Is there someone here who could get the origin 
for you? 

Mr. Hacecerry. Yes. 

_ In the meantime, I am quite prepared to proceed with your ues. 
tioning. 

Mr. Reppan. If you can go ahead, I believe I asked you to reconcil 
the statement in that message with the advice just given the committ 
by your controller. 

Mr. Haccerry. Could we have the read-back of the controller's 
testimony? Could we have the point m: de? 

Mr. Reppan. Yes. 

(Statement read.) 

Mr. Reppan. Now, can you answer my question ? 

Mr. Haceerry. The question now is with regard to the relationship 
of this statement with that by —— 

Mr. Reppan. That is right, the reconciliation between that airgram 
from Frazer and the sti atement just given the committee by the 
controller. 

Mr. Hacerrry. I would repeat that the statement which appears 
here in its context is limited to project 237, which is a project on loans 
for industrial development. The intent of this statement was within 
that limited context. 

Mr. Reppan. You have a definite recollection as to that airgram, 
sir? : 

Mr. Haacerry. I do not. I do have a definite recollection as to the 
working situation as of that general period with respect to this project 
and I recollect that the statement as phrased here, and if I were the 
drafting officer I would have perhaps phrased it somewhat differently, 
but it does reflect. the position, the judgme nt of those in the mission 
who had to do with this project at that time; that the Government of 
Israel was substantially somewhat less than forthcoming in supplying 
us with the information which we felt we had to have to make full 
and accurate appraisals and judgments with respect to this project, 

Mr. Reppan. Is that your best recollection as to what took place, or 
is that your present interpretation of what you believe that telegram 
means, sir? 

Mr. Haacerry. This is my best recollection of the situation as of 
that time. I might add that since that time we have begun to obtain 
more accurate and more complete reports of this character. 

Mr. Reppan. More accurate and more replete, or complete reports! 

Mr. Haaccerry. More complete. 

Mr. Reppan. On all of your projects ? 

Mr. Haccerry. On projects of this character in the field of indus- 
trial loans. 

Mr. Reppan. How much was involved in the field of industrial 
loans ? 

Mr. Haaerrty. As of this time of writing, there was £10, 674,000 
engaged in the project for that fiscal year, fiscal year 1957. 

Mr. Reppan. Did you ever get what you would consider accurate 
reports with respect to the funds in that project ? 

Mr. Haaeerty. In my judgment, no. 

Mr. Reppan. You say “projects” of this character; then there was 
more than one project in this industrial category to which you refer, 
and to which this airgram would have referred ? 
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Mr. Haccerry. Perhaps I used the plural rather loosely, as I think 
wasdone inthe paragraph referred tohere. Pert 

You called my attention to it. I am thinking in terms of a single 

roject, which is subject to amendment and revision from year to year. 

Mr. Reppan. And you do not know where Mr. Gridley or Mr. 
Frazer are at the present time ¢ Fad : 

Mr. Hageerry. I believe Mr. Gridley is retired. He was reaching 
retirement age. It is by impression in the meantime that he has been 
retired from the Government. 

Mr. Reppan. Is he back in the States, do you know ¢ 

Mr. Haccrrry. He is in the States, or was to my last knowledge, 
and likewise Mr. Frazer. 

Mr. Reppan. Mr. Haggerty, I would now like to call your attention 
to loan No. 66, the Triple I loan for $10 million, | 

What was the original amount of that loan application and when 
was the application filed ¢ ee} 

Mr. Haceerry. I am not sure I can answer this, since the applica- 
tions are initially made in Washington, as was the case with the 
original loan No. 5. are Mito v ae 

In trying to recall, I believe the original application was for $25 
million. 

Mr. Reppan. For how much, sir? 

Mr. Ferperer. $25 million. 

Mr. Haccrrry. My staff tells me that it was $15 million and the ini- 
tial loan made for $5 million was regarded, at least by the Israelis, as 
a portion or a segment toward the amount they had initially requested. 

Mr. Reppan. What was the justification for the loan as set forth 
in the original application / 

Mr. Hacerrry. To provide, and I am drawing on memory, to pro- 
vide the dollar exchange needed to enable this new banking institution 
to meet the loan requirements of its clientele. 

Mr. Reppan. What was the full name of that banking institution ? 

Mr. Hacearry. At that time it was the Israel Industrial Institution, 
Ltd., or for short, Triple I. 

It has since been changed to the Industrial Development Bank of 
Israel. 

Mr. Reppan. Is that a private corporation ? 

Mr. Haccerry. This is a corporation chartered under the laws of 
the State of Israel. It is a corporation. I suppose whether it is 
private or not depends on the makeup of the participation of the 
ownership. 

Mr. Reppan. What sort of stock is issued by the corporation ? 

Mr. Haccerry. Initially three kinds of stock, so-called class A or 
voting stock—— 

Mr. Reppan. How many shares of that, sir? 

Mr. Haccerry. A total of 8,000 shares authorized, of which 4,000 
were issued at the time of the chartering of the company; so-called 
class B stock, 8,000 shares at £1,000 each; plus, finally, the 
authorization of 20,000 shares of preferred stock, nonvoting, which 
were to be subscribed explicitly by the Government. 

Mr. Reppan. And this was a corporation to loan money for indus- 
trial development ? 

Mr. Haccerry. This was the general intent. 
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Mr. Reppan. What stock ownership did the Government of Isyag] 
have in the corporation ? 

Mr. Haccrerry. From the outset, 26 percent. 

Mr. Reppan. And what percentage of the voting stock, class 4 
voting stock did the Government of Israel hold ? 

Mr. Haccerry. I thought that was the question I just answered 
26 percent of the voting stock. : 

Mr. Reppan. They owned 26 percent of the voting stock ? 


Mr. Haaccerry. And 100 percent of the class B stock, and the | 


preferred stock. 

Mr. Reppan. Now what position did USOM take with respect to 
that loan? 

Mr. Haaeertry. The $20 million ? 

Mr. Reppan. Yes. 

Mr. Haacerrry. The first position taken by the USOM mission was 
that before the U.S. Government should commit itself in this regard, 
there should be thorough, professional, objective appraisal made, not 
only of the institution and its proposed terms of reference, but like. 
wise of the whole investment climate in which the institution was 
expected to operate. 

This position was enunciated and established before the bank was 
chartered. 

Mr. Reppan. And in what areas was this institution supposed to 
operate ¢ 

Mr. Hacerrry. In what areas? In the whole broad area of pro 
motion of industrial development—through credit, through direct 
and portfolio investments. 

Mr. Reppan. Was there any effort to broaden the base of voting 
stock ? 

Mr. Haccrrtry. There was a very considerable effort. 

Mr. Reppan. Would you tell the committee about that, and the 
action of the USOM in that connection ? 

Mr. Hacerrry. It takes a bit of history. I feel I should relate it, 

While the subject of this bank had been the matter of discussion 
between the USOM and the Government of Israel, and, perhaps, 
from its inception the idea had been largely an American mission 
idea, as in other countries where we have, as a part of our aid pro 
gram, promoted an industrial development bank, the bank was actu- 
ally chartered without the knowledge of this mission in, I believe it 
would be correct to say, October, 1957, the date of the registration of 
the bank as a corporate institution in Israel. 

Under Israeli law, the active registration requires filing with the 
appropriate court the articles of association and memorandum of 
association, 2 documents which spell out the structure, the functions, 
the organization, the proposed operations of the institution. Actu- 
ally, the legal chartering of this bank anticipated by only a very 
short time the arrival in the country of the team of financial experts 
which we had contracted and agreed to provide to make this compre- 
hensive survey or study. 

This was the Bennett team, or Bennett mission, so-called. I be 
lieve their legal title is the Allied Continental Co. of Washington, D.C. 
Mr. Reppan. Did they make a survey under contract to ICA? 

Mr. Haccrrty. They made a very detailed and substantial survey 
of the legal documents, the articles of association, memorandum of 
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association; they conducted inquiries with the Government and on a 
rather broad base with the banking and business community of Israel 
at the conclusion of which they prepared the report. 

Mr. Monacan. Was this a private corporation ? 

Mr. Haccerty. Yes. if . oti 

Mr. Monacan. In other words, if there were a profit, a dividend 
could be declared to the stockholders ? Dew re 

Mr. HaceGerry. The articles of the association spell out provision 
for the distribution of earnings, if any, as between preference shares, 
common stock, et cetera. 

Mr. Reppan. And the report to which you just referred was pre- 
pared by the Continental Allied Co. under contract to ICA? 

Mr. Haccerty. That is correct. 

To come to your question about the broadening of the base of the 
bank or the corporation, the report which has been referred to con- 
cluded with a number of conclusions and recommendations ; one of 
the recommendations being—and I have not looked into it recently, I 
shall again have to rely on memory—a recommendation that (a) un- 
less certain changes were to be brought about, the company would 
recommend against the contemplated loan, but that in order for this 
loan to be favorably recommended, certain changes should be under- 
taken and then these proposed changes were spelled out in one-two- 
three order. 

Mr. Reppan. What changes were supposed to be made and what 
was to be their effect ? 

What conditions were these changes supposed to remedy ? 

Mr. Haccerry. Among the more important of these were, I should 
say, three. At least these emerged as the most important ones in the 
period that followed: First, that the base of participation in the In- 
stitution should be broadened to admit more representative cross sec- 
tion of the banking and business community of Israel. That, I think, 
is the one to which your question is addressed, and it was proposed 
that this change be accomplished through the issuance of the author- 
ized second contingent 4,000 shares but with the requirement that the 
present participants abstain from further purchases, at least until 
there had been a reasonable opportunity to see whether others would 
come in. 

Mr. Reppan. What was this change supposed to have accomplished ? 

Mr. Haceerry. In the first instance, as stated, to achieve a more 
full representation of the business and banking community of Israel 
on the Board of the Institution and therefore in the policy-making, 
loan-making decisions. 

Mr. Reppan. Did this change anticipate a change in policy of the 
Til? 

Mr. Haccerry. This, I think, would be implied. 

Mr. Reppan. What policy were they seeking to change? Iam just 
trying to understand the need for this change. 

Mr. Haccerry. You are referring to— 

Mr. Reppan. Why did they broaden the base? Why did they want 
to inject more of the private citizens, as I understand it, inject them 
intothe Board of Directors here? 

Mr. Hacerrry. I assume by that you are still referring to the Ben- 
hett report, which became the basic document ? 

Mr. Reppan. Yes. 


5 
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Mr. Hacerrry. As I recall, it was on the assumption that such par. 
ticipation by business and banking representatives, business and bank 
ing community, would tend to carry with it perhaps greater attention 
to and reliance upon the economic factors in the making of loan deter. 
minations. This, I believe, is inherent. It is explicit in the report, 

Mr. Meaper. Mr. Haggerty, does that mean that in the origina] 
setup the equity was too closely held to represent in your judgment, 
bank with both Israeli capital and United States capital funds in jt? 

Mr. Haccerry. At this point, Mr. Congressman, it was the judg. 
ment represented in the survey mission’s report. It was their judg. 
ment which was being brought to bear. ” 

Mr. Meaper. Was that their thinking? I haven't read the re. 
port. It seems to me there is a sound basis for saying that if you ar 
going to have a development bank, you shouldn’t have one person 
have the equity in it or six persons, or a dozen and represent that it 
is kind of a national institution, financed with Israel and U.S, Goy- 
ernment funds. 


Is my understanding of the principle for requiring the base to be 


broadened correct ? 

Mr. Hacerrry. I think that is quite near the mark. As I recall, 
the stated conclusion was that the combination here of Government 
and other institutions closely allied with the Government was a bit 


too close and that it could be anticipated that the loan policies, the | 


loan decisions, the actual loans and, as a consequence, the kind of eeo- 
nomic development which would take place could be anticipated as 
being sounder in character and therefore contributing to the sound- 
ness of the economy if there were more of the business and banking 
judgment brought into the process through participation in the bank 
and in the Board. 

Mr. Meapver. My attention is called to a passage on page 8 of the 
report. 

Above all we are concerned with steps which the Israeli ought to take and 
our role in taking them to dissolve the Government’s near monopoly on industrial 
eredits and to create a credit system consistent with the development of a free 
enterprise economy. 

Does that fairly state the purpose in requiring the base to be broad- 
ened, Mr. Haggerty 4 

Mr. Haccerry. That is almost in the nature of a summary, I would 
say. of the conclusions reached by the Bennett team. 


Mr. Mraver. Let me see if I understand the purpose of this Indus | 


trial Bank or Industrial Institution. It was to foster development in 
the private sector of the Israeli economy; is that correct 4 

Mr. Haccerry. I don’t know whether that statement is conclusive 
enough. Certainly that was in the American minds. When yousay 
in the creation of the Bank, it is important to recall that this Bank 
was created and chartered, its whole legal framework and constiti 
tion spelled out and registered without the participation and knowl 
edge of this mission. 

Mr. Meaver. But they were asking for a loan from the DLF for 
the purpose of relending it to small, independent, privately owned 
enterprises in Israel ; isn’t that the essential purpose ? 

Mr. Haccrrry. Not only small and privately owned, but to indus 
trial development, industrial enterprises. 
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Mr. Meaper. But I recall in our testimony with respect to the other 

Joan this morning that there had been no DLF loan made to any 
rivately financed enterprise in Israel; is that correct ? 

Mr. Haccerry. That is correct. 

Mr. Meaper. And an application to which you referred had been 
forwarded on to Washington with the word that it should be sent 
back and financed, I understood, by this Israel Industrial Institu- 
tion; is that correct ? : Die 

Mr. Haccerty. Mr. Congressman, we have spanned a gap in history 
which has not been stated here. I think to get on with the business, I 
might volunteer this bit, if youwish. _ ' 

When the Bennett report was available to the American Govern- 
ment, it became the essential document to the determination: Should 
we make the 20-million-pound loan which had been requested out of 
what was then the accumulation of Israeli pounds in the U.S. uses ac- 
count; the Bennett report was brought to the attention of the essential- 
ly interested agencies of the Government in Washington, including 
ICA, State Department, Bureau of the Budget, and others, and as a 
matter of formal interagency staff committee action, the Bennett re- 
port was adopted and accepted as the basis for a negotiation with the 
Government of Israel to achieve the recommendations as spelled out in 
the Bennett report. 

These recommendations then were lifted from the body of this re- 
port in an instruction to USOM, enumerating 10 specific negotiable ob- 
jectives to be undertaken as a basis for establishing whether or not 
this loan would be made and over a period of some several months 
that negotiation was carried out. It did involve going through the 
charter, the articles and memorandum of association of this bank, 
going through with a fine-tooth comb and revising altering, focusing 
the stated purposes of the insitution on those which were considered 
appropriate to a development bank to advance the cause of the in- 
dustrial development. At the conclusion of these negotiations, as 
approved by Washington, the loan of 20 million pounds was subse- 
quently made. 

Mr. Meaver. Maybe I should say, Mr. Haggerty, as you may have 
gathered, I am very much interested in the expansion of privately 
owned insitutions in these countries which are recipients of our aid. 
I happen to be an advocate of the free competitive enterprise system 
and so if this is the agency to which a privately owned enterprise must 
turn in Israel to receive financing, other than that available from the 
private banking community, then it seems to me, and particularly 
if the character of the enterprises in Israel is by and large small busi- 
ness with which the DLF would not be able to deal directly because of 
the administrative cost of handling numerous small loans, then the 
character of this Industrial Institution, Israel Industrial Institution, 
is of extreme importance if it is to be financed in part by DLF for 
the purpose of serving the free-enterprise sector of Israel's economy. 

I wonder whether there is disposition on the part of the mission 
here to carry out the free-enterprise aspects of the DLF charter: it 
impresses me that you have been, but you seem a little reticent about 
saying so, and whether you have encountered some opposition from the 
Government of Israel. 

Mr. Haccerry. This is a very perceptive observation. 
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Mr. Meaper. Would you care to say, with the understanding tha 
this record is entirely subject to declassification and deletion, whethe 
there is a tendency on the part of the Government in Israel to eithe 
foster, be indifferent to or to encourage the development of the pri- 
vate-enterprise sector of the economy ? 

Mr. Haceertry. Mr. Congressman, I assure you this Government 


is a democracy, very genuinely one, and therefore no single yoig | 


necessarily would reflect across the board the whole spectrum of 
opinion here. 

It has been quite clear and quite obvious in my opinion that in the 
last year or two particularly there is a growing awareness in this Goy. 
ernment of the need to induce the maximum flow of private capita] 
into a country and we judge that there are some very genuine steps 


| 


being attempted or undertaken to provide the climate in which that | 


ean occur. The new law for the encouragement of investments seams 
to be a very promising law in this respect, the inducements it offers 
in the way of tax concessions and the right to withdraw from the 
country not only the profits but the investment itself if it arises, 

These are very great inducements, comparable to what we might 
find in the laws of any other country. 

It is quite outstanding in the case of Israel, the length to which they | 
are now beginning to go to provide the conditions to encourage in. | 
vestment to come in, so on balance I think we must say that it appear 
that this Government is genuinely becoming more convinced and mor 
and more devoted to measures to encourage private investment. 

Open offers have been made, announcements have been made of the 
willingness and intent of the Government to divest itself of certain | 
enterprises to private buyers if private buyers would come forward | 
and take over. 

Two examples that come to mind where this has actually occurred, 
the oil pipeline from Elath to the north, and then the 8-inch line from 
Elath to Beersheba, then up, is a private enterprise. In recent 
months this enterprise and the activity to increase it to 16-inch 
capacity has been taken over by a private consortium, partly Amer 
ean, partly European, but strictly private, for a total capital inves 
ment of $25 million. 

This is one of the biggest, it is one of the most outstanding, not only 
being very nearly a first, but it is a very substantial shift here from| 
the public enterprise to private. ' 

Mr. Meaper. Will that be subject to controls like our pipeline} 
companies ? 

Mr. Haccertry. I presume so. To begin with, there is only on 
source of supply and that is from the delivery of oil to Elath; Iam 
sure the interest of the Government is by no means diminished, bi 
according to their agreement, it is a private company. 


Mr. Mraprr. I appreciate this. I am glad to have it in the record! 


the statement about the law to create a favorable climate to attrat| 
private capital and divestiture of publicly owned enterprises. 
Would you say there has been a disposition on the part of the Gor 
ernment with respect to lending to require the private sector in Isr 
to seek its financing from private banking circles and to reserve (ior 
ernment lending for Government enterprise, including the funds fron) 
the DLF? 
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Mr. Haccerty. No, sir. I have not observed this. _ 

Mr. Meaper. You have not observed such a disposition. 

Mr. SHaw. May I answer this, too. 

Mr. Monacan. Mr. Shaw? 

Mr. Suaw. Mr. Chairman, in this connection you may be interested 

‘na statement in the annual report of the Bank of Israel on the financ- 
ing through public funds. | | ; 
In 1957, 57 percent of the public funds was being used to finance 
the public sector, whereas 43 percent went into private financing, 
but now the ratio is 50-50, and I think Mr. Haggerty’s group has 
recently made some prognosis that would suggest that this next year 
it might shift so that, say, 53 percent of the public funds would go 
into the private sector. The trend is toward moving these public 
funds into the private sector. _ 

Mr. Meaper. You are speaking now of the Bank of Israel’s opera- 
tions # Otel 

Mr. Suaw. No, when I speak of public funds this is money avail- 
able from the Government of Israel, from the United States, from the 
sale of bonds; any capital funds that are available for investment. 

Mr. Mraver. And would your testimony be on the side of Mr. Hag- 
oerty, that so far as you have witnessed in the time you have been here 
that there is no disposition on the part of the Government to require 
the private sector to seek its financing from private banking circles 
and to reserve Development Loan funds for the public sector ? 

Mr. SHaw. My testimony would correspond with Mr. Haggerty’s. 
With respect to this recent sale of the pipeline you might be interested 
in knowing that the investors are guaranteed an 8 percent return for 
15 years. 

I am not certain that you can get that kind of a guarantee on an 
investment anyplace else. 

Mr. Barry. You mean by rate arrangement? 

Mr. Reuss. This is the pipeline from Elath to where? 

Mr. Suaw. To Haifa. 

Mr. Haccerry. Mr. Chairman, I am not sure of the procedure by 
which this should be done, Mr. Chairman, but I ask your indulgence; 
this is an airgram message of February 13, which Mr. Reddan had 
called to my attention earlier. 

I find this was not drawn for my signature. It was not actually 
signed by me. I knew there was a matter of a few days one way or 
another. I was absent from the mission at the time this was prepared. 

Mr. Reppan. By whom was it signed, sir? 

Mr. Haccrrry. By Dr. F. A. Coles, who at that time was program 
officer and in rhy absence was designated Acting Director. 

Mr. Reppan. But, as you testified, you do have familiarity with 
the problem involved ? 

Mr. Hacerrry. With the general situation and, as I testified, while 
the drafting, the wording would not have been such as I would have 
drafted, the general expression, as regards that particular project, 
was a fair reflection of the USOM judgment at the time, in which 
I did concur. 

Mr. Reppan. Was the base broadened in the class A structure? 

Mr. Haccerry. This is a process which is moving forward, some- 
what slowly, apparently. Of the sale of 4,000 additional shares, the 

48437—60 19 
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same 26 percent was allocated as a set-aside to the Government, |egy. 
ing 2,960 shares available for, you might say, general sale. I belie, 
our latest report on the amount sold is in the order of 840 or 85) 
shares. 

Mr. Reppan. Did ICA, Washington, give you a list of tentatiy, 
subscribers for the shares ? 

Mr. Haacertry. No, sir. 

Mr. Barry. If they did not change the percentage of Government, | 
controlled stock, it really wouldn't have acc complished the purpose of | 
the Bennett report, then, would it? 

Mr. Hacerrry. The Bennett report is substantially the reason why 
the 26 percent in Government hands is retained. I think this could 
be identified. The Bennett report accepted and admitted, I would} 
say, the rationale of the Government position by which 26 percent in 
the hands of the Government would enable the Government to, in 
effect, veto or block an attempt by 75 percent to change the whok 
structure and character or abolish the institution. As I re member, this 
reverts to the basic corporate statutes in Israel under which corpor- 
tions are established in which 75 percent of the voting stock may 
change or alter or even abolish the institution. Therefore, the Gov. 
ernment’s insistence on maintaining 26 percent was to Stop any such 
action. 

The Bennett abs oh accepted the legitimate situation of this position 
on behalf of the Government, and since the Bennett report had been, 
in effect, elevated to the status of a U.S. Government negotiating pos- 
tion, we were, in effect, without authority to try to change this 
feature, so the Government’s 26 percent carries over into the : second 
contingent, second lot of 4,000 shares. | 

Mr. Suaw. Mr. Chairman, the committee might be interested in 
this breakdown of ownership of the class A shares today. This was 
given to us the other day by the managing director. 

Mr. Reppan. Before we get into that, Mr. Shaw, I would like to | 
hand Mr. Haggerty this telegram of May 15, 1959, from Tel Aviv 
over your signature, Mr. Haggerty, to ICA, and ask you if you will | 
take a look at that. Then I would like to ask you again whether o 
not ICA submitted to you a list of proposed subscribers for the aé- 
ditional 4,000 shares of class A stock. 

Mr. Reppan. Does that refresh your recollection ? 

Mr. Haccerry. Yes, Mr. Reddan. Without reading this in detail, | 
I recall enough of the situation, so I won’t take the time to read it | 
What occurred here is that apparently there had been supplied to ICA, 
Washington, an alleged listing of tentative subscribers to take w 
this 4,000 shares of new voting stock. 

Mr. Reppan. Do you know ‘who prepared that list, sir? 

Mr. Haccerry. We do not. When it was referred to us and we 
took up the matter with the management of the Bank here, they dis | 
avowed the list. They claimed they had not prepared it or submit | 
ted it through their channels to Washington. : 

Mr. Reppan. Excuse me, sir. When they disavowed it, when you | 
saw they disavowed it, do you mean ICA indicated to you it had come 
from the Triple I? 

Mr. Haccrrry. No. It had come from Israeli sources, but ther 
was no identification. 
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Mr. Reppan. They didn’t say from whom they received it? 

Mr. Haccerty. No. | ’ 

Mr. Reppan. They received it anonymously ? ' 

Mr. Haccerry. No. It would be, obviously, through the official 
Israeli mission in Washington. ' , ; 

Mr. Reppan. They had received this, then, from the Israeli Embassy 
in Washington ‘ 

Mr. Haccerty. I assume so. 

Mr. Reppan. They didn’t say so, however? Do I understand that 

correct ‘ 
Ce Hacererty. This could be established. I don’t recall, on the 
pasisof memory. I assume this is true. 

Mr. Reppan. In any event, you took it up with the III and they 
disclaimed authorship / 

Mr. Haccerry. They disclaimed authorship for the list. They 
agreed as to some of the discrepancies which such a list would have 
implied with reference to the eligibility for participation. 

Mr. Reppan. Were any of those on the list ineligible ? 

Mr. Haccerry. They were. 

Mr. Reppan. And why were they ineligible ? 

Mr. Haccerry. Because they are already participating members in 
the initial stock and to enable them to buy in the second lot of stock 
would defeat the purpose of broadening the base of ownership. 

Mr. Reppan. Where are those rules of eligibility found ? 

Mr. Haceerry. On this particular point it is in the documents, the 
exchange of communications in the course of the negotiations, 

They are not in the documents which are registered in the court in 
Israel. 

Mr. Reppan. The Israeli Embassy would have privy to those 
documents / 

Mr. Haceerry. Yes. 

Mr. Reppan. How many shares were involved in connection with 
the ineligible members ¢ 

Mr. Haccerry. I would have to check the document to answer this. 
I might have had to get the document to which we are replying. I 
believe this is not spelled out in our reply. In general, I think we 
could give at least a partial answer in that the intent would be to— 
on the part of each potential member—to try to get at least one seat 
on the board, which would require the purchase of 250 shares, so that 
asa minimum there wolud likely be 250 shares per ineligible applicant. 

Mr. Reppan. 250 shares per ineligible applicant, and there are how 
many ineligible applicants ¢ 

Mr. Haccerry. We have found—according to our analysis here. 
we stated the view that three of the proposed applicants were quite 
clearly ineligible. There was some question as to, perhaps, one other. 

Mr. Reppan. Is there any time limit within which these shares of 
stock must be sold ? 

Mr. Haccerry. Two years from the date of issuance, after which if 
they are not taken up then the bar is removed to further purchases by 
the present participants. 

Mr. Reppan. How much time is left ? 

Mr. Ferperer. April 1960. Pardon me; April 1959 to April 1961. 

Mr. Haccerry. May I supplement one statement, Mr. Reddan? 
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You asked how this restraint appears to keep the previous member | 


from buying in. This is also picked up and stated in the prospeetys 
which was issued for the sale of the second lot of common stock 
Incidentally, this was at our mission’s request, noting that there Was 
no provision in the charter or the minutes and it appears in the prog. 
pectus—shall I read the statement? It is quite brief. 

Mr. Reppan. All right, sir. 

Mr. Haceerry (reading) : 

‘Present members of the company cannot subscribe for the shares, but Shares 
not taken up under this prospectus will be offered immediately after the gy. 
scription period to the members of the company, excluding the State of Israq) 
in proportion to their then shareholdings in the company. 

The 2-year period appears elsewhere in the portfolio. 

Mr. Monacan. Mr. Meader, I believe, has a question. 

Mr. Mraper. Mr. Haggerty, I want to return to this matter of f. 
nancing the private sector of the Israel economy. I have a message 
from ICA, Washington, dated in January 1958, a six-page document 
signed “Haggerty. 

(The message referred to is classified. The following paraphrag 
has been supplied for the record by the International Cooperation Ad. 
ministration :) 

The message pointed out that, although many Israel business firms might le 
able to indicate a real need for foreign procurement of raw materials and equip 
ment, the decision to use dollars for this purpose had to be made with cop. 
sideration of the availabilities of German reparations and French and Britis) | 
credits for the same purpose. It was also pointed out that the Israel Govern. 
ment’s policy of giving exclusive preference to credits for expansion and develop 
ment created the problem of an all-pervasive need for working capital. This 
need by enterprises for working capital was not being met by the banking com. 
munity, because of liquidity requirements imposed upon the banks, and po 
tential borrowers were forced to borrow from other sources at high interest 
rates. 

Mr. Mraper. I am interested in this because I am particularly in. 
terested in the extent to which the DLF is being used to provide finan- 
cial service to the private sector where funds are otherwise unavail- 
able on reasonable terms, and this strikes me as being somewhat in 
contradiction of the statement and your answer to my question jus 
a little while ago. 

Mr. Haccerry. I believe I can clarify it, Mr. Congressman. I mus 
say this sounds like very coherent language. 

Mr. Meaper. I thought it was excellent. 

Mr. Haaccerry. The distinction we are drawing here is between in- 
vestment, money for investment and development purposes and work- 
ing capital, or short-term requirements, and with this background ii 
you would glance at the paragraph again you would see there is no 
implication here that a private business firm cannot get money for 
long-range development. 

The difficulty is getting it for working capital. This is the dis 
tinction—credit for working capital as contrasted with development 
purposes, and there is no distinction between private firms and other 
firms in this regard. 

The Government’s position, which still prevails, including the Bank 
of Israel, is that there has to be this restraint on working capital 18 
one of the features of an inflation control program; to keep the lit 
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on inflation, a tight policy as regards working capital. It is still 
ir position. 

~ Ayre With respect to loans on fixed assets, the policy, here 

stated, of the Israel Government would not be true; is that correct ? 

Mr. Haccerty. I think this statement is still true, unless I mis- 

stand it. 
ar tibaseer, No. I say you are emphasizing that the Govern- 
ment’s policy with respect to working capital is different than their 
policy with respect to loans on fixed assets, long-term loans, investment 
financing. Be tales 

Mr. Haccerty. Yes, sir. 

Mr. Meaver. That is the distinction. 

Mr. Haccrrry. If I may add a word with regard to the Triple I, 
the Industrial Development Bank, the position there, and this is one 
with which the Bennett Survey Commission agrees, is that this bank 
as a strictly development bank should not engage in working capital or 
short-term or commercial loans; that this was the proper field of the 
existing banking community; and in our efforts to put the emphasis 
on this new big development bank on long-term development ioans, 
that this bank should not invade the established field of existing banks. 

With that in mind, I think if you would read the paragraph you 
would see the distinction drawn there is between working capital and 
long-term development capital. } 

Mr. Meaper. The paragraph refers to working capital, but it does 
not say anything about long-term loans. 

Mr. Barry. I think for the record, since Mr. Shaw offered to give 
some information with respect to the ownership of this new equity, 
that if you would get it in the record it would be helpful. 

Mr. Monacan. Have you finished ? 

Mr. Meaper. Yes. 

Mr. Monacan. What is this, now, Mr. Shaw ? 

Mr. Suaw. Mr. Chairman, the information I have is based upon a 
conversation with Mr. Leviatov, the Acting Director, about 2 days 
ago, in which I asked him what had been the result of his effort to sell 
these outstanding shares and in terms of percentages he identified the 

resent ownership as follows: 26 percent Government; 14 percent 
Bank Leumi; 10 percent Histradrut; 16 percent Manufacturers Asso- 
ciation; 10 percent Workers Bank; 7 percent Discount Bank; 4 per- 
cent, an Israeli-Swiss Bank; 4 percent an Italian group, and 4 percent 
the Ellern Bank, a local group. This does not quite total a hundred; 
this is about 95. If you would like this firmed up, I can get you the 
other 5 percent. 

Mr. Monacan. What is the significance of those figures? Has there 
been a change in the proportion there ? 

_ Mr. Suaw. I interpret this as an effort to comply with the original 
intention of broadening the basis of the ownership. 

Mr. Monacan. What isthe change from 1957, for example? Where 
hasthe proportion changed in those figures ? 

Mr. Suaw. Well, I am not able to relate this to—I don’t have the 
figures in front of me on the original percentage breakdown, but the 
hewcomers into the banking group would consist of the Italian group, 
Israeli-Swiss banking group, possibly the Discount Bank. 
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There has been a steady effort here to interest new investing groy ‘ 
here into the control and the voting shares of the Bank. am 

Mr. Reppan. The Government still owns 27 percent ? 

Mr. SuHaw. 26 percent. 

Mr. Reppan. That ratio has not changed ? 

Mr. Suaw. That has not changed. 

Mr. Monacan. That is the minimum under their general law, ap. 
parently. 

At any rate, regardless of what the specific change is, there are a 
least two private banking companies who have come into ownership 
of this class of stock ? 

Mr. Suaw. About three or four, sir. 

Mr. Reppan. Had the eligibility of all of those new members beep 
examined? | 

Mr. Suaw. So far as—by whom, do you mean us? 

Mr. Reppan. Yes. 

Mr. Suaw. Jack, this has been a recent development in the last 9 
weeks. 

Carl, have you looked at these new buyers of class A stock? 

Mr. Haceerty. I might say this information is so current—— 

Mr. Ferverer. I have a list and it is rather current, as of the present 
date. Of the 840 shares, you are talking about ? 

Mr. Suaw. Yes. 

Mr. Ferperer. Yes. We have a list of the purchasers of those 
shares. 

Mr. Suaw. The qeustion is, do they meet eligibility rules? 

Mr. Ferverer. Yes. They are all people who are not presently 
owners of the class A shares. 

Mr. Meaper. Off the record. 

(Off the record. ) 

Mr. Reppan. Mr. Haggerty, a loan of $5 million was finally granted 
by this application ; was it not? 

Mr. Haaeerrty. Yes. 

Mr. Reppan. Subsequently this was increased by another $5 mil- 
lion ? 

Mr. Haaeerty. Yes. 

Mr. Reppan. Did you experience any procedural difficulties with 
DLF, failure of communications anywhere along the line in connee- 
tion with the processing of that second $5 million loan? 

Mr. Haceerry. Well, I do not know whether I should say proced- 
ural difficulties since DLF is now outside of the agency as a corporate 
body. 

Mr. Reppan. Let me put it this way: Since you are the field office 
for DLF in this area, your efficiency and economy of operation would 
perhaps be in direct proportion to the degree of current communica- 
tion between you and Washington. 

Were you always kept advised as to what Washington was doing 
and was Washington constantly kept advised as to what you were 
doing, so there were no crossed wires ? 

Mr. Haccrrry. It would be, I suppose, less than candid if we didnt 
say that there is somewhat less than might be desired in that respect. 

Mr. ReppaNn. Could you elaborate on that in some way, so that we 
could make some sort of evaluation and perhaps draw some conclt- 
sion and make perhaps recommendations for improved procedures! 
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Mr. Haccerry. When we learned that this $5 million loan was im- 
minent, it was the position of this mission that the U.S. Government 
ought to be somewhat more satisfied on the carrying out of previous 
undertakings before giving up what bargaining power we have in 
availability of this dollar loan, which is a fairly substantial one. 

Mr. Reppan. Is that the best you can do? 

Mr. Haccerry. Specifically with regard to the I£20 million loan, 
the major undertakings as seen from the outset and certainly as de- 
veloped in the course of a long, drawn-out negotiation, the major un- 
dertakings by the Government of Israel and the Bank were the 
broadening of the base, as has been discussed in the last few minutes, 
through sale of common stock, and through the Governments divest- 
ing itself to some degree of the actual control of the loan-making 
policy. v3 

This mission felt that there had not been sufficient delivery on those 
undertakings to warrant making the $5 million loan at the time it 

rojected. 
aed enim. Let me ask you this: Were you still in the process of 
negotiating with the Israeli Government when you were notified that 
the loan application had already been approved in Washington ? 

Mr. Haccertry. I should say we are always in the process of nego- 
tiating. Wak 

Mr. Reppan. Had you completed your negotiations? Were you 
satisfied with the state of your negotiations prior to the approval of 
this loan in Washington ¢ 

Mr. Haceerty. I think, sir, that a more accurate statement would 
be that these negotiations are the business and the function of the 
DLF, which is in Washington. 

We are not, as I understand it, the field force for the DLF. We 
have no mandate; we have no instructions from or direct responsi- 
bility to the DLF. We may respond to requests or instructions. We 
haven't had them, and therefore, it was not a case of the DLF inter- 
fering with or disrupting any negotiations we were carrying out. 

Mr. Reppan. I will show you a May message from Tel Aviv over 
the signature of Baxter. Are you familiar with that message, sir? 

Who is Mr. Baxter? 

Mr. Haccerry. Mr. Baxter was Deputy Chief of the mission; that 
is, deputy to the Ambassador. In the absence of the Ambassador, 
he would at that time have been the chargé d'affaires. 

Mr. Reppan. Are you familiar with that communication, sir? 

Mr. Haccerry. I was just going to familiarize myself with it. 

I will try to react, Mr. Reddan, in that the point of confusion 
momentarily is I was trying to recall where I was on June 11, because 
Tam familiar with this situation. As I recall, I did not personally 
participate in this message, but I do agree with it, if that 1s helpful. 

Mr. Reppan. Could you paraphrase for the committee the senti- 
ments with which you agree 

Mr. Haccerry. It should be pointed out that the loan in question 
here is with respect to the second $5 million—— 

Mr. Reppan. Yes. 

Mr. Haccerry. The Triple I having only very recently before this 
date obtained a loan of $5 million, and that the mission here in the 
country, USOM, at the behest of DLF, was undertaking to obtain 
from the Bank certain basic information called for in the loan agree- 
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ment. This involved some illustrative or typical loans and oth» 
companion information. Therefore, the proposal that the secon 
loan be made precisely at the time proposed, which was very ney 
July 1, seemed to this mission to be a bit premature in view of th 
rather—— 

Mr. Reppan. The message uses the word “unfortunate” instead ¢ 
“premature,” does it not? 

Mr. Haccerry. I believe it does. 

Mr. Reppan. He was in effect saying it would be unfortunate 4 
grant this loan while you were in the process of negotiating with thy 
Government, since it would weaken your position; is that correct! 

Mr. Haccertry. That is right. 

Mr. Reppan. How many loans have been made, do you know, gip 
by the Triple I under this particular loan; that is, the $10 million! 

Mr. Ferperer. We have a list of 39 subloans granted as of lag 
week. 

They are in the process of being executed. They are not granted 

Mr. Reppan. Is there a provision in the loan agreement that DLP. 
Washington, shall be notified and their approval required for all sub. 
loans over $250,000 ? 

Mr. Hagcerry. That is right. 

Mr. Reppan. How many of those 39 loans have been over $250,000! 

Mr. Haccertry. None, sir. 

Mr. Reppan. How many have been over $200,000 ? 

Mr. Haccerry. Four. 

Mr. Monacan. Mr. Barry, did vou have one more question ? 

Mr. Barry. When we had concluded this subject. 

Mr. Monacan. We have concluded. It is up to you. 

Mr. Barry. I thought perhaps, running through the fabric of the en. 
tire hearing there may have been an implied or direct criticism of the 
administration of the loans and of the program in general. 

At the outset of the hearings I believe I recall our Ambassador 
stating that he had received certain Executive orders. I would like 
to hear again, if I could, from our Ambassador as to whether or not 
these were clear, whether they have been carried out to your know! 
edge in conformity with the explicit statements made in each instance 
and just in general a summary of this fact. 

Mr. Monacan. I don’t understand what you are talking about her 
I would like to know. 

Mr. Barry. I would like the Ambassador, if he would, to restate 
what he started when he spoke earlier today. 

Mr. MonacaNn. Is this something we have in the record now? 

Mr. Barry. Yes. It is partially in the record. Mr. Ambassador, 
would you go on with this? 

Mr. Monacan. I don’t see any point in duplicating something thi 
we already have in the record. 

Mr. Barry. He mentioned some Executive orders by descriptio 
but he did not elaborate upon them. I would like a little more elabe 

-ation, if I could. 

Mr. Monacan. Could we put the Executive orders in the record! 

Mr. Barry. I don’t know if that would be proper. 

Ambassador Rem. They are unclassified. 
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Mr. Monacan. If there is no objection, the Executive orders to 
which he has referred may be made a part of the record. 

Mr. Revss. Isn’t this simply the order making the Ambassador 
the coordinator of all foreign aid ¢ 

Mr. Barry. Yes. , 

Ambassador Rerp. Essentially, yes. 

Mr. Barry. I wanted to ask a question or two; would these Execu- 
tive orders be orders that would also go in your opinion to other 
Ambassadors ‘ . ) 

Ambassador Reip. Yes. It is a general Executive order to all. 

Mr. Barry. Are they crystal clear in all instances ? 

Ambassador Rem. I think the authority contained in them is clear. 

Mr. Barry. There have been no doubts as to interpretation, so that 
they haven’t been difficult to operate under, have they ? 

Ambassador Ret. None that I know of. 

The whole Embassy family has worked very closely together in the 
spirit of those Executive orders and under the instructions of the 
Department of State. I think the specifics are quite clear. 

Mr. Barry. Thank you. That is all. 

(Those sections of the Executive orders referred to are as follows:) 


EXECUTIVE ORDER No. 10560, as AMENDED 


Partial text of Executive Order No. 10560, September 9, 1954, 19 F.R. 5927, 
as amended by Executive Order No. 10685, October 27, 1956, 21 F.R. 8261; Execu- 
tive Order No. 10708, May 6, 1957, 22 F.R. 3213; Executive Order No. 10746, 
December 12, 1957, 22 F.R. 10027; and Executive Order No. 10827, June 25, 1959, 
24 F.R. 5238 : 


“ADMINISTRATION OF THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE 
Act oF 1954 


“Sec. 8. DEPARTMENT OF STATE. (a) The functions of negotiating and enter- 
ing into agreements with friendly nations or organizations of friendly nations 
conferred upon the President by the Act are hereby delegated to the Secretary 
of State. 

“(b) All functions under the Act, however vested, delegated, or assigned, shall 
be subject to the responsibilities of the Secretary of State with respect to the 
foreign policy of the United States as such policy relates to the said functions. 

“(e) The provisions of Part III of Executive Order No. 10476 of August 1, 
1953 (18 F.R. 4537, ff), are hereby extended and made applicable to functions 
provided for in the Act and to United States agencies and personnel concerned 
with the administration abroad of the said functions. 

“Sec. 4. FOREIGN CURKENCIES.— * * * 


* * * = * * * 


“(d) The purposes described in the lettered paragraphs of section 104 of the 
Act shall be carried out, with foreign currencies made available in consonance 
with law and the provisions of this order, as follows: 

* * * ~ * + * 


“(7) (i) Those under section 104(g) of the Act by the Department of State 
and by the Development Loan Fund, as they shall agree. (ii) The function con- 
ferred upon the President by section 104(g) of the Act of determining the man- 
her in which the loans provided for in section 104(g) shall be made is hereby 
delegated to the Secretary of State with respect to loans made by the Depart- 
ment of State pursuant to the assignment of purposes effected under item (i) 
of this paragraph, and to the Development Loan Fund with respect to loans 
made by the Development Loan Fund pursuant to such assignment of pur- 
poses. (iii) As used herein, the term “the Development Loan Fund” means 
the Managing Director of the Development Loan Fund, acting subject to the 
immediate supervision and direction of the board of directors of the Develop- 
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ment Loan Fund; but, notwithstanding the foregoing, the Development 
Fund, with respect to this order, shall be subject to the supervision and dire 
of the Secretary of State. * * *” 


Loan 
Ction 


EXEcurTIvE OrpER No. 10575, As AMENDED 


Partial text of Executive Order No. 10575, November 6, 1954, 19 F. R. 7249 
as amended by Executive Order No. 10625, August 2, 1955, 20 F. R. 5571, Bxecy, 
tive Order No. 10742, November 29, 1957, 22 F. R. 9689, and Executive Order 
No. 10822, May 20, 1959, 24 F. R. 4159: 


“ADMINISTRATION OF FOREIGN AID FUNCTIONS 


“By virtue of the authority vested in me by the Mutual Security Act of 1954 | 


(68 Stat. 8382), by section 301 of title 3 of the United States Code, and as Presi. 
dent of the United States and Commander in Chief of the armed forces of th | 
United States, it is hereby ordered as follows: 


“PART I, ASSIGNMENT OF FUNCTIONS AND FUNDS | 
x ® * . ~ * ‘ 


“Sec. 103. Department of State. (a) There are hereby delegated to the Secretary | 
of State: . 


* - * * * * * 


“(2) The functions conferred upon the President by sections 105 (b) (3), 
148, 202(a), 405(a), 407, 413(b) (2) and (3), and 529 (b) and (e) gf} 
the [The Mutual Security Act of 1954, as amended]. * * * 


* * * * * * * 


“PART II. PROCEDURES FOR COORDINATION ABROAD 


“Sec. 201. Functions of the Chief of the United States Diplomatie Mission, | 
(a) The Chief of the United States Diplomatic Mission in each country, as the | 
representative of the President, shall serve as the channel of authority on foreign 
policy and shall provide foreign policy direction to all representatives of the 
United States agencies in such country. 

“(b) The Chief of the United States Diplomatic Mission in each country, as the 
representative of the President and acting on his behalf, shall coordinate the 
activities of the representatives of the United States agencies (including the chiefs 
of economic and technical assistance missions, military assistance advisory 
groups, foreign information staffs, and other representatives of agencies of the 
United State Government) in such country engaged in carrying out programs 
under the Act, programs under the Mutual Defense Assistance Control Act of 
1951, and the programs transferred by section 2 of Reorganization Plan No.8 
of 1953 (67 Stat. 642), and he shall assume responsibility for assuring the unified 
development and execution of the said programs in such country. More par 
ticularly, the functions of each Chief of United States Diplomatic Mission shall 
include, with respect to the programs and the country concerned, the functions of; 

(1) Exercising general direction and leadership of the entire effort. 

“(2) Assuring that recommendations and prospective plans and actions 
of representatives of United States agencies are effectively coordinated and 
are consistent with, and in furtherance of, the established policy of the 
United States. 

“(3) Assuring that the interpretation and application of instructions 
received by representatives of United States agencies from higher authority 
are in accord with the established policy of the United States. 

“(4) Guiding the representatives of the United States agencies in working 
out measures to prevent duplication in their efforts and to promote the 
most effective and efficient use of all United States officers and employees 
engaged in work on the said programs. 

“(5) Keeping the representatives of United States agencies fully informed 
as to current and prospective United States policies. , 

“(6) Prescribing procedures governing the coordination of the activities 
of representatives of United States agencies, and assuring that such Mp 
resentatives shall have access to all available information essential to the 
accomplishment of their prescribed duties. 
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“(7) Preparing and submitting such reports on the operation and status 
of the programs referred to in the introductory portion of this subsection 
as may be requested of the Secretary of State by the Secretary of Defense, 
the Director of the Foreign Operations Administration, or the Director of 
the United States Information Agency, with respect to their respective re- 
sponsibilities. ; 

“(8) Recommending the withdrawal of the United States personnel from 
the country whenever in his opinion the interests of the United States war- 
rant such action. 


“(e) Each Chief of United States Diplomatic Mission shall perform his func- 
tions under this part in accordance with instructions from higher authority and 
subject to established policies and programs of the United States. Only the 
president and the Secretary of State shall communicate instructions directly 
to the Chief of the United States Diplomatic Mission. 

“(d) No Chief of United States Diplomatic Mission shall delegate any func- 
tion conferred upon him by the provisions of this part which directly involves 
the exercise of direction, coordination, or authority. 

“Seo, 202. Referral of unresolved matters. The Chief of the United States 
Diplomatic Mission in each country shall initiate steps to reconcile any divergent 
views arising between representatives of United States agencies in the country 
concerned with respect to programs referred to in the introductory portion of 
section 201 (b) of this order, If agreement cannot be reached the Chief of the 
United States Diplomatic Mission shall recommend a course of action, and such 
course of action shall be followed unless a representatives of a United States 
agency requests that the issue be referred to the Secretary of State and the 
United States agencies concerned for decision. If such a request is made, the 
parties concerned shall promptly refer the issue for resolution prior to taking 
action at the country level. 

“Sec. 203. Further coordination procedures and relationships. (a) All rep- 
resentatives of United States agencies in each country shall be subject to the 
responsibilites imposed upon the Chief of the United States Diplomatic Mis- 
sion in such country by section 523 (b) of the Act and by this part. 

(b) Subject to compliance with the provisions of this part and with the pre- 
scribed procedures of their respective agencies, all representatives of United 
States agencies affected by this part (1) shall have direct communication with 
their respective agencies and with such other parties and in such manner as 
may be authorized by their respective agencies, (2) shall keep the respective 
Chiefs of United States Diplomatic Missions and each other fully and currently 
informed on all matters, including prospective plans, recommendations, and 
actions, relating to the programs referred to in the introductory portion of sec- 
tion 201 (b) of this order, and (3) shall furnish to the respective Chiefs of 
United States Diplomatic Missions, upon their request, documents and informa- 
tion concerning the said programs.” 

Mr. Monacan. If there are no further questions, we will close the 
hearings, then, with the statement of our appreciation to you, Mr. 
Ambassador, for the way in which you participated and for the coop- 
eration that you have given and also for the interest and coopera- 
tion that all members of the staff have given us. 

Certainly it has helped us to get a much fuller picture than we 
otherwise would have had. We will be glad to bring all this back 
and make use of it in our report. 

I am sure that it will give us and the Congress a clearer picture 
of the problems that are connected with the Development Loan Fund 
and will help us in our objective of making the future administration 
of this fund a little easier and a little more clear than it otherwise 
would have been. 

Thank you very much. 

Ambassador Rep. Thank you. 

Mr. Monacan. We will incorporate in the record at this time an 
excerpt from a letter, “Development Loan Fund,” dated June 8, 1959, 
to the Director General, Israel Industrial Institution, Ltd., 22 Roths- 
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child Boulevard, Tel Aviv, Israel, subject: “DLF Loan No. 66]]7 
Implementation Letter No. 1, Reimbursement Procedure.” | 
On page 3 there is the following excerpt: 


(1) In accordance with article I of the loan agreement, the borrower may 
use the proceeds of this loan to provide intermediate and long-term credits to 


privately owned industries in Israel to finance the reasonable foreign exchange 
costs of acquisition, importation into Israel, and installation of machinery 


equipment, materials, and services (hereinafter called “eligible items”) fo, 
specific development projects. 

(i) For the purposes of this loan agreement privately owned will generally 
be regarded as private regardless of who owns the minor share, the determining 
factor tending to be who makes the decisions or who actually has policy contro), 


(Whereupon, at 4:05 p.m., the subcommittee adjourned, subject to 
call of the Chair.) 
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eae MONDAY, SEPTEMBER 28, 1959 
ing 


control, 


; Hovuss or REPRESENTATIVES, 
dject to 


SUBCOMMITTEE ON ForEIGN OPERATIONS 
AND Monetary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Athens, Greece. 
The subcommittee met at 10 o'clock a.m., in the conference room of 
the USOM Office, Tameion Building, 4 Stadiou Street, Athens, 

Greece, the Honorable John Monagan (acting chairman) presiding. 

Members present: John Monagan (presiding) and Robert Barry. 

Staff present: John T. M. Reddan, chief counsel; Walton Woods, 
staff investigator; and J. Robert Brown, staff member, Committee on 
' Government Operations. 

Escort officers: Harrison Burgess, Department of State; and Leslie 
A. Grant, International Cooperation Administration. 

Embassy officials: Ambassador Ellis O. Briggs, Samuel D. Berger, 
Deputy Chief of Mission, Ernest J. Colantonio, First Secretary ; Sid- 
ney B. Jacques, Economic Counselor; Donald K. Palmer, Deputy to 
the Economic Counselor; and Charles W. Lyons, Attaché of Embassy. 

U.S. Operations Mission officials: Sidney B. Jacques, Director; Wil- 
liam D. Rowe, industry officer; Robert E. Emmer, program officer; 
Charles T. White, controller; and Peter C. Walker, assistant program 
officer. 

Mr. Monacan. Gentlemen, we will call this meeting to order now 
and let the record show that Mr. Barry and myself are present. 

Under our rules, a subcommittee hearing requires the presence of 
at least two members of the subcommittee. Since I am the only 
member of the subcommittee present, the record of this session will be 
submitted to our other members by whom consideration will be given 
to its inclusion in published hearings along with the other testimony 
taken on this trip. 

We are very pleased and honored, Mr. Ambassador, to have you 
with us here this morning. The members of the committee are aware 
of your distinguished record in the Foreign Service of the United 
States, 

We are pleased to greet you and to have you give us a general state- 
ment of the economic conditions here in Greece. You will understand, 
of course, that our interest in being here, as in the other countries that 
we have visited, has been to look into the Development Loan Fund 
and the Export-Import Bank. We hope to keep relatively close to 
these subjects, but I know that you have some observations that will 
be of value to us and to the committee and the Congress and we would 
be glad to hear from you at this time. 


29] 
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STATEMENT OF HON. ELLIS 0. BRIGGS, U.S. AMBASSADOR 1 
GREECE, ACCOMPANIED BY SAMUEL D. BERGER, DEPUTY CHrgp 
OF MISSION; SIDNEY B. JACQUES, ECONOMIC COUNSELOR; Anp 
DONALD K. PALMER, DEPUTY TO THE ECONOMIC COUNSELOR 


Ambass: ador Briees. Thank you, Mr. Monagan. 

It is a pleasure on behalf of my colleagues, as well as on my Own, 
to welcome you and Mr. Barry and your associates to Athens, We 
are very much at your disposition for anything that we can do which 
will facilitate the conclusion of your tasks. 

My own contribution, in addition to extending a welcome to you, is 
a comparé atively limited one, largely in view of my own recent arrival 
but also in view of the complete confidence which I have in the com. 
petence of my colleagues and their ability to fill you in on the details 
of the local situation. 

As to matters which are of specific interest to you, the Export- In- 
port Bank and the Development Loan Fund, they do not loom signifi- 

cantly at this time in our relations with Greece, although the Greek 
Government is extremely interested to avail itself of the facilities of 
ach of those institutions. 

We have, however, notwithstanding the relatively small amount 
that has been devoted to Greece through those two institutions, an im- 
mense investment in this country. 

Beginning with the Truman plan and the commitment of American 
forces to assist Greece a dozen years ago in repelling armed Commu- 
nist aggression, the total investment, not counting that of American 
blood and sweat, runs upward of $2 billion. 

The Communist armed aggression was repelled 10 years ago last 
month and reconstruction, which had been deferred for the 4 years 
after the ending of World War II, was then undertaken and largely 
underwritten by the United States. It included such matters as power, 
repair of highways and other transportation facilities—a general re- 
habilitation of the country. Economic aid was accompanied by teeh- 
nical assistance in such fields as agricultural and public administra: 
tion. This program of ICA on a modest scale running to less thana 
million dollars per annum, is still in existence. 

Approximately half of our assistance has been military assistanee. 
Greece has proved a stanch and very loyal NATO ally and is 
regarded today by both our military and our political ele ‘ments as 0¢- 
cupying a key position. A glance at the map will, of course, explain 
that. Greece hi as four frontiers. two of which are thoroughly hostile— 
Albania and Bulgaria. Technically Greece is still at war with Al 
bania. Greece maintains very good relations with the third Commu- 
nist country, Yugoslavia, and generally speaking relations are good 
between Greece and Tur key, although the vy have been exacerbated over 
the past 2 or 3 years by the Cyprus issue, which we hope now is on 
the road to solution. But Greece certainly occupies an exposed po 
tion in the NATO front and Greece’s wholehearted support of NATO 
is a source of great satisfaction. The bulk of our current assistance 
in terms of doll: ars goes directly or indirectly into the military ma 

chine, the maintenance of the Greek militar y posture, particul: ly the 
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Greek Army, which is four times as large as either the Greek Air 
Force or the Greek Navy. So that, to recapitulate, notwithstanding 
the fact that in terms of Export-Import Bank and DLE , the invest- 
ment to date has been small, our total investment in Greece is very 
substantial, indeed. 

~ Greece does have two DLF projects that are now pending. One 
is the Acheloos Dam project in the western part of the country just 
north of the northwest corner of the big peninsula which is called the 
Peloponnesus and the second one is for highway construction, of which 
the largest part is improvements in a sea level route which would con- 
nect Athens with the Valley of Thessaly and thence to Salonica. 
Those two projects have recently received complete engineering stud- 
ies and are before the Fund at the present time. 

With those introductory remarks, I shall turn over the answering 
of your questions, if I may, to my colleagues; and since, to my regret, 
I have a series of additional meetings this morning, I will ask your 
indulgence if I go on to them. I know you will not misinterpret that 
observation as any lack of interest on my part for your work or am- 
bition, I repeat, my colleagues are in far better position to answer your 
questions than I would be. If, as we hope, you return for another 
visit, as you indicated you might possibly do, I would hope to have 
a wider factual background than I have been able to acquire in the 
few weeks I have been here. 

Mr. Monacan. Mr. Ambassador, we thank you for coming. We 
appreciate your comments and may I say that we also appreciate the 
way that you have received us and the manner in which your staff has 
not only entertained us, but discussed with us individually in great 
detail some of these very problems that we are interested in. 

Ambassador Brices. Thank you very much. 

Mr. Monacan. Mr. Jacques, you apparently have some presenta- 
tion in mind and have arranged something, is that correct / 


STATEMENT OF SIDNEY B. JACQUES, DIRECTOR, U.S. OPERATIONS 
MISSION TO GREECE; ACCOMPANIED BY WILLIAM D. ROWE, IN- 
DUSTRY OFFICER; ROBERT E. EMMER, PROGRAM OFFICER; AND 
CHARLES T. WHITE, CONTROLLER 


Mr. Jacques. Not entirely, Mr. Congressman. We tried to guess 
inadvance some of the things you might be interested in. 

Mr. Monacan. If you would like to proceed in your own manner, 
we would be glad to have you do it. I think you know what we are 
interested in. 

May we do this at the beginning? I suppose that all five of you 
will be cutting in here. What we customarily do is have a brief bio- 
graphical sketch for the record, where you were born and educated 
and your background of experience in Government service. May we 
start at the left hand here and go around ? 

Mr. Emer. My name is Robert E. Emmer. I was born in 1917. 
[have a doctor of philosophy degree from the University of Chicago. 
I served with the Government. in the Forest Service before the war 
and afterward for the War Department after the war in Europe. I 
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entered ICA about 214 years ago and for the 4 years prior to that wa 
in the research departed of the Federal Reserve Bank of Chicago, 

Is that sufficient, sir? 

Mr. Monacan. What is your present position ? 

Mr. Emmer. I am program oflicer with this Mission. 

Mr. Monacan. What does that have to do with? What does that 
job concern itself with ? 

Mr. Emer. The program officer’s work ties in with the anna 
presentation to Congress, in which we present our arguments for hoy 


: 
i 


much aid we think Greece could use, fully absorb, and needs; and this | 


involves a considerable volume of documentation. 

Mr. Monacan. That isa general description. 

Mr. White, would you give us your background, please ? 

Mr. Wurre. I was born in 1896, gradu: ate of Princeton U niversity, 
served 2 years in the Navy in the First World War. I served overseys 
with the Near East Relief as finance officer after the First. World 
War for 2 years in the Near East and south Asia. I was 25 year 
controller of the Union Theological Seminary in New York. I they 
served 3 years as controller of the Mission to Greece, 3 as controller 
of the Mission to Iran, 3 years as director of the Near East Founda. 
tion in Iran and I have just come back to Greece as controller of the 
Mission in Greece. 

Mr. Rowe. William D. Rowe, born in 1902 in Massac husetts, gradu- 
ate of MIT. The first 10 years I was in private industry in the con- 
struction business and in other businesses in the Massac husetts area, 
I joined the Government in 1935 and have been with the Government 
ever since. 

I joined the Foreign Service in 1955. When I went overseas my 
first post was Iran. Then I was back to the States and I am back 
here for the second tour in Greece. My major field is industry and 
engineering. 

All of my service in the Government has been in the management 
engineering or industry parts of the program, such as the Feder! 
Works Agency, et cetera. My position here is the industry officer for 
this Mission. 

Mr. Monacan. Thank you. 

Mr. Palmer / 

Mr. Parmer. Donald K. Palmer. I was born in 1923 in Michigan. 
I am a graduate of Georgetown University and of Harvard Univer. 
sity Gr: .duate School of Public Administration. 

I worked in Washington for 4 years with the ECA and successor 
agencies, went to London in 1954, was in the American Embassy 
there for 3 years as an economist. 

I have been in Athens for 2 years, previously in the USOM, as pro 
gram officer and just recently became a Foreign Service Officer. 

My present position is in the Embassy as deputy to Mr. Jacques in 
the economic section. 

Mr. Monacan. Thank you, sir. Mr. Jacques? 


Mr. Jacques, Sidney B. Jacques, born 1911, Rhode Island, graduate 


of Yale College and Y ale Law School, member of the New York Bar; 


in Government service since 1935, Department of Agriculture, War 


Production Board, Civilian Production Administration, Departmen! 
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hat Was ‘ a Sg . : ~ ‘ ’ 
hicago, | of Commerce, and since 1950 in the Foreign Service of the State 
Department. : 

t have been the economic counselor here in Athens for about 13 
| months and in addition several weeks ago took over the directorship 
es that | of the Operations Mission here. 

/ — Mr. Monacan. Thank you, sir. 


annual Mr. Reppan. Who preceded you as Director of the mission in 
for how (reece ? 

reece ¢ . ; . - 
ind this Mr. Jacques. I was preceded by Clark S. Gregory, who left in 


June, having been here approximately 13 months. , 
Mr. Reppan. Were you Acting Director upon his leaving the post ? 
Mr. Jacques. No. Mr. Rowe took over on Mr. Gregory’s departure 
Versity, and remained in office until I took over several weeks ago. The point 
Versers of the takeover was, as I pointed out before and the Ambassador has 
Worl | pointed out, no reflection at all on the interim management; simply 


5 years | a change in the organizational concept bringing together the economic 
I then services of the Embassy along with those of the Operations Mission. 
ntroller Mr. Reppan. I understand you to say you have no prepared presen- 
‘ounda- tation ? 
r of the Mr. Jacqurs. That is right. 
Mr. Reppan. How long has the USOM existed in Greece? How 
gradu | Jong has ICA been in here / 
the con- Mr. Jacques. In one form or another, the aid program goes back 
tts area, to 1947, the advent of the Truman doctrine program. 
ernment Mr. Reppan. I understood the Ambassador to say during that pe- 
riod of time approximately $2 billion of aid has been put into Greece. 
‘seas my Mr. Jacques. Econmic aid ¢ 
um. baek Mr. Reppan. That was economic aid, and on top of that was mili- 


try and | tary? 

Mr. Jacques. No, the Ambassador was referring to total aid, eco- 
agement nomic and military. 
Federal Mr. Reppan. Do you know what the total aid figure was for that 
ficer for period ? | 

Mr. Parmer. I can give you an approximation for the military 

equipment. It is about $1 billion. That is a very rough figure. 
Mr. Reppan. One billion ¢ 


fichigan. Mr. Parmer. In that neighborhood. 
Univer- Mr. MonaGan. That is in addition tothe two? 


Mr. Patmer. In addition to the economic or economic-related aid. 


sUCCESSOr Mr. Jacques. If you like, we have a summary or recapitulation here 
Embassy regarding economic aid. We would be glad to let you have a copy. 


Mr. Reppan. That will be fine. 
[, as pro- Mr. Monacan. That may be made a part of this record, without ob- 
a jection. 
Leg ues In (The chart referred to follows :) 
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U.S. postwar economic assistance to Greece, obligations basis 


[Figures in millions of dollars by fiscal year] 





i 
| 1945-54 | 1955 | 1956 | 1957 | 1958 | 1959 | "Totg 
| inclusive } ; 

} | 
| —_ 
1. Mutual security program 
Defense support d | 34.8 | 26.2 | 25.0 |.15.0 | 20.0 121.9 
Technical cooperation : 1.2 .5 7 a 8 | "3 " 
Former economic aid 1, 127.5 | | jors 
Total, mutual security program | 1,127.5 | 36.0 | 26.7 | 25.7 | 15.7 | 20.8 1, 259.4 
2. Public Law 480, surplus agricultural commodi- 
ties 
Title I, sales ‘ hee ul | 20.4 | 25.8 | 19.8 66 
Title II, emergency relief 1.1 L.1 
Title III, cift foods 8.0 | 15.8 | 11.4] 11.4] 110 57.6 
Total, Public Law 480 8.0 | 37.3 | 37.2 | 31.2 | 11.0 124 
3. Loan agencies 
Export-Import Bank 25.6 1 25 7 
Development Loan Fund 12.0 12 
Total loan agencies ‘ 25. 6 1 12.0 37.7 
4. Military ‘‘Other materiel’ economic aid 8.0 | 12.0 H) ( 
5. Other forms of aid 
Lend-lease economic aid 38. 6 38.6 
American mission for aid to Greece (Public 
law 75) before Marshall plan 119. 1 119.1 
UNRRA and post-UNRRA (U.S. share 
only 349. 6 349.8 
Total aid (postwar, excluding military 
iid : . : 1,660.4 | 44.0 | 64.1 | 62.9 | 54.9 | 55.8 1,942.1 


Source: USOM, Nov. 28, 1959 


Mr. Reppan. That $2 billion includes defense support ; is that right! 

Mr. Jacqurs. That is right. 

Mr. Reppan. How much of that $2 billion is grant aid? 

Mr. Jacqurs. This a rough calculation, Mr. Reddan. Pretty nearly 
all of it has been grant aid. The exception would be those in item 
3 on this chart. 

Mr. Reppan. Loan agencies, Export-Import Bank and DLF? 

Mr. Jacqurs. That is right. 

Mr. Reppan. That is a total of $37.7 million? 

Mr. Jacqures. Yes. Then in these other items which I am not in 
position to pull out at the moment there is about another $60 million 
that was not grant—$35 million, I am told, of the defense support 
item. 

Mr. Reppan. During the time that ICA or its predecessors have 
been in Greece has there been any attempt to make a long-range plan 
for Greek aid by the United States? 

Mr. Jacques. In broad terms there has been. We have always felt 
that when Greece reached a certain point in its economic progress, 4 
point of stability, that it would need to go through a phase of economic 
development in order to raise the level of its economy from essentially 
an agricultural one up to a more viable form and a form which would 
address itself to the solution of some of the basic economic problems 
here, among which most importantly is the problem of employment. 

Mr. Reppan. Of what, sir? 

Mr. Jacques. Of employment. Beyond that we had not had a 
specific formal program, but have worked in close cooperation with 
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specific projects, which, in combination, hopefully would produce re- 
lief on the economic problem. : 

The Greek Government, itself, earlier this year did come forward 
with a 5-year economic development program. This represents, within 
my own field of knowledge, the first formal issuance of a coordinated 

F its part. 

Cee Henan. Did USOM cooperate with the Greek Government 
or play any part in the formulation of this broad program? 

Mr. Jacques. To my knowledge, and I am prepared to stand cor- 
rected on this, we did not participate in the preparation of the docu- 
mentary form of the program. However, as to many of the com- 
ponent elements, certain types of projects, general direction, et cetera, 
it did draw upon the contacts that our organization and predecessor 
organizations have had with the Greek Government and reflects at 
least some of the thinking they have indicated. 

Mr. Reppan. What is this program supposed to result in ? 

Mr. Jacques. Incidentally, we would be very delighted to turn over 
copies to you if you would like. The program essentially is based upon 
a dual political-economic objective. One part of the objective is to 
provide over the next 5 years an increase, an average increase, in 
GNP of about 6 percent. 

Mr. Monacan. What is that now, Mr. Jacques? 

Mr. Jacques. The GNP is roughly $3 billion. 

Mr. Monacan. And the population is what ? 

Mr. Jacques. About 8.5 million and if you don’t divide one by the 
other, but instead take our figure, you get a per capita income of about 
$300, more or less, depending on just how you calculate it. You might 
be interested in glancing at this chart, which shows some of these 
salient facts. 

Mr. MonaGan. I suppose Alabama is picked as one of the points of 
comparison ? 

Mr. Jacques. It was taken as a point of comparison largely because 
of the geographical correspondence. In the lower chart they are 
about the same size and moving from that point of departure there 
are two land areas about the same size. You will note how they differ 
in certain other characteristics. In connection with the per capita 
income figure, let me call your attention to the figure for 25 percent 
of the population, which is somewhere in the order of $50 or less. 

Parenthetically, I would like to emphasize that a lot of the figures 
on income, employment, et cetera, are not statistically sound. They 
are logical estimates. This reflects the difficulty of acquiring good, 
hard data. 

Mr. Monacan. Agriculture is 33 percent of the total ? 

Mr. Jacques. That is right, sir, plus, as you will notice, a good part 
of the manufacturing activity is in the processing of agricultural 
commodities. 

Mr. Monacan. That is the processing of them. That is, tobacco? 

Mr. Jaceurs. Tobacco, textiles, et cetera. 

Mr. Monacan. All right, Mr. Reddan. 

Mr. Jacques. In one form or another, agriculture does form the 
major commerce activity in the country. 

Mr. Monacan. Mr. Reddan? 


appropriate people in the Government doing forward thinking on 
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Mr. Reppan. This 5-year program is intended or hoped to increag 
the GNP about $18 million, is that right? 

Mr. Jacques. It would be somewhat more than that because jt is 
6 percent compounded, but let’s say $20 million. 

Mr. Reppan. Do you have any figures on the approximate cost of 
the program as outlined here? 


Mr. Jacques. Yes, I do, but if you will permit me, I would like ty | 


point out what the other objective was and that was to provide ap- 
proximately 400,000 new jobs during the course of the program, 

Given these two objectives 

Mr. Reppan. Excuse me. You say during the course of the py. 
gram; would these jobs remain in being after the program has heey 
completed ¢ 

Mr. Jacquss. Yes, to create employment opportunities. 

Mr. Reppan. It is not a WPA sort of thing? 

Mr. Jacques. No, sir. 

Given those two objectives, 6 percent GNP increase and 400,000 ney 
jobs, the 5-year program represents the kind of activity which jp 
the opinion of the Greek Government would be necessary to produc 
those end results, In toto it represents an activity of about $35 
billion, both Government and private investment, and of the $3.5 bil. 
lion, about one-third would be Government investment. 

Of all the activity, about $1.1 billion would be in the form of spe. 





cific projects which are itemized in one of the tables in this program, | 


We will give you the number on that one later. 

It is a matter of figuring out the combination. 

Mr. Reppan. As I understand, then, this 5-year program will cost 
more than the total gross national product of Greece at the present 
time, is that right ? 

Mr. Jacques. Over a 5-year period, yes. 

Mr. Reppan. And will produce an annual increase of 6 to 7 percent 
in the GNP? 

Mr. Jacqurs. That is the objective of the program. 

Mr. Reppan. If totally successful, that is the object that you seek 
to produce. 

I have not had an opportunity to look at this 5-year program, but 
I assume that the mission has analyzed it and at least formed some 
sort of a judgment as to the economic soundness and feasibility of 
this. Am I correct in that assumption ? 


Mr. Jacqurs. In a very broad sense. The projects in here are not 


developed in any great detail. These are set forward more as obje- 
tives than as concrete, hard plans. 

Mr. Monaaan. Mr. Reddan, you said “the objective that you seek 
to produce.” 

Mr. Reppan. Excuse me, that is sought to be produced, not USOM, 
since this is a Greek Government objective. 

Mr. Jacqurs. Yes. 

Mr. Barry. Are they more in the field of agriculture or are they 
more in the field of industry or resource development ? 

Mr. Jacques. If you would care to look at table 11, Congressman, 
at the back of the book, you will find that it lays out 15 sectors for 
the public investment activity, starting off with agriculture and ru- 
ning through education, water supply, railroads, et cetera, down to 
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research. If you will take a look at the following table, No. 12, you 
will notice an itemization of the new basic industries they had in 
Barry. Is the fertilizer plant going up now? 

Mr. Jacques. The fertilizer plant is not yet under construction. 
If you would like a detailed fill-in on that—— 

Mr. Monacan. Let’s get to that after the general statement. _ 

Mr. Reppan. Incidentally, these figures on table 11 are all in local 
currency, are they not? — 

Mr. Jacques. That is right, drachma. 

Mr. Reppan. There is no conversion here to dollars, is there? 

Mr. Jacques. There is not in this. 

Mr. Reppan. These are all on the basis of the 30 to 1? 

Mr. Parmer. 30 to 1. 

Mr. Reppan. So we can make our own calculation. 

Mr. Jacques. We have another document over here. We will be 
glad to mark up a copy for you. . 0 
Mr. Reppan. Could you give the committee the benefit of your views 
as to the soundness of this program which has been prepared by the 
Greek Government ? 

Mr. Jacques. To me there would be two basic questions on sound- 
ness. One in the intrinsic soundness of the specific activities and the 
other is the realism of the financing plan. It depends on sustained 
levels of aid from various sources, pehadinn the United States. 

Mr. Reppan. Does it anticipate increased aid from the United 
States ? 

Mr. Jacques. It does. There are two specifications in the financing 
program for U.S. contributions. One is that for defense support and 
other type of grant aid, or whatever may be substituted for the defense- 
support type of grant aid, there would be an average of $50 to $60 
million a year over the 5-year period. 

Mr. Reppan. And what is the present figure? 

Mr. Jacques. The total contribution last year, taking into account 
Public Law 480, was in the neighborhood of $50 million. 

Mr. Reppan. Does that include DLF? 

Mr. Jacques. No. That includes the grant-aid side. That is Public 
Law 480, defense support, and the “other materiel” component of the 
MAP, the military assistance program. Over and above that was the 
$12 million for the fertilizer plant. 

Mr. Monacan. May I ask just one question there? Within the 
planning, however, it would be possible to have a shift in the form of 
assistance from defense support to Development Loan or something 
like that without invalidating the plan, would it not? 

Mr. Jacaurs. Not so, Mr. Congressman, for this reason: As T said. 
there were two elements they were counting on the United States for. 
One was $50 or $60 million a year in the form of what they call aid 
which translates into defense support and that type assistance. In 
addition, they had a total for the 5-year period of $150 to $200 million 
from the DLF. That would be an average of $30 to $40 million a 
year. 

Mr. Monacan. Then that excludes foreign aid? 

Mr. Jacques. Yes. They also include some assistance from the 
German Government. This has been made available, some money 
from the Italian Government 
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Mr. Monaean. Let’s go into that a little bit. What is that and ) 
when did it start, and what is the form of it? ’ 
Mr. Jacques. The German Government, about a year ago, entergj “e 
into a series of economic cooperation agreements w ith the Greek Goy. Mp 
ernment under which various types of assistance were provided by “ 
the Germans. | loa 
The major item was a 200-million Deutsche mark state loan, ap. * 
proximately $48 million. In addition, there was 100 million Deutsche : 
marks available as supplements to ‘commercial suppliers’ credit | - 
Thirdly, there was an amount for technical assistance. This | 7 
amounted to about $4 million for the 5-year period. | 7 
Turning now to the state loan, this loan was for the purpose of “en.| ” ; 
nomic infrastructure projects,” and having established that ag thy ha 
broad purpose of the loan, the Germans left. the specific utilization, = 
the specific selections of projects to the Greek Government. \ 
The money has just now become available and the German (joy. 1 
ernment oe include approximately $8 million to be draw \ 
down this yea Dr 
So far as I en they have not yet decided specifically the projects \ 
against which that money would be used. ’ 
Mr. Monacan. That is a sort of a development loan fund idea right " 
there, is not not é \ 
Mr. Jacques. Yes, there is a difference, an important difference, h 
Mr. Monaaan. There are some obvious differences, but what is the | \ 
reasoning on which the Germans are making these funds available! oa 
Why are they doing it? | a 
| erm 

Mr. Jacques. You can get a range of analysis on this, depending | fro 
on people's personal slants. My own opinion is that the primary | M 
motivation is a combination of economic interest in the development V 
of Greece, the market in itself as a steppingstone to other markets} aple 


particularly the Middle East, coupled with a general interest in seeing} men 
economic stability, economic development in this area for about the) Ya) 


same reasons as the U.S. Government would like to see them. Mar 
Mr. Monaean. It certainly would have an effect on whatever burden M 
we might be considering assuming if Germany and other countries M 
were to pick up some of this burden in Greece or in all the other} mak 
countries. Mar 
Mr. Jacqures. That is right. That is why I think on our side we} gee 
welcome this thoroughly. men 
Mr. Monaaan. It is a very interesting development. | con 
Mr. Jacqurs. Yes, sir. vet 
Along with that, if you will excuse me, Mr. Congressman, in th} whic 
Greek Government's forecast as to where it would hope to find al M 
this financing, and you will find a table on this incidentally, on pag} that 
39 of the preliminary 5-year program for the economic developmell M 
of Greece, prepared by the Greek Government, dated April 1959. hard 
(The tables referred to appear on pp. 304, 305.) | fut 
Mr. Reepan. How about the table on page 91, chapter G/ That! wou 
is a breakdown of—— M 
Mr. Jacques. A part of it. If you will look at page 39- the table appr 
on page 91 is all costs, foreign currency, and local costs. The table 0 M 
page 39 is foreign currency. M) 
Mr. Reppan. If we referred to the page 91 chart, we would hav M 


the complete picture ? 
Mr. JAcgures. You should. 
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Mr. Reppan. I would like to ask you about those eight items which 
are listed there and see if you could tell the committee which of these 
you feel to be unrealistic sources of financing. The first one here is 
“State budget, American aid, revenues from investments and internal 
Joans, Dr18,750,000." What is your comment with respect to the possi- 
bility of that sum being realized from those sources 4 

Mr. Jacques. Mr. Reddan, would you just as soon talk to the table 
on 39, which is essentially the same, minus the local currency ! Then 
we could deal with that as a separate problem. You will find that 
most of the items are the same, except for the exclusion from item 1 
of the revenues—— 

Mr. Reppan. Which ones have local currency in here other than 
that first one ¢ 

Mr. Jacques. One and eight. 

Mr. Reppan. On page 91. 

Mr. Jacqurs. One and eight. 

Mr. Reppan. Let’s take two through seven, the German loan, 
Dri.430 million. 

Mr. Jacques. This is already established and available for drawing 
on the request of the Greek Government. 

Mr. Reppan. So that one is all right. 

Mr. Jacques. That is right. 

Mr. Reppan. European infrastructure funds, Dr3 billion. 

Mr. Jacques. This was the other point I was going to call to Con- 
gressman Monagan’s attention in connection with the German Gov- 
ernment loan. ‘This represents another hoped-for source of assistance 
from places other than the United States. 

Mr. Reppan. Do they have any commitments? 

Mr. Jacques. No. At the moment, there are no such funds avail- 
able to Greece. ‘This is a reference to whatever financing arrange- 
ment might be connected with Greece’s entry into either the Common 
Market in Europe or a free-trade area associated with the Common 
Market. Are you familiar with the Common Market / 

Mr. Reppan. Yes. 

Mr. Jacques. The Greek Government, since at least a year, has been 
making a strong effort to have itself associated with the Common 
Market operation for a variety of reasons, one of which would be 
access to, so they hoped, a fund created by other member govern- 
ments to assist the lesser developed members of the group in their 
economic development. Appraisal on it—as I say, this fund does not 
yet exist, and its ultimate availability would depend upon things 
which at the moment are speculative. 

Mr. Reppan. In other words, you do not place too much hope in 
that particular source of financing ? 

Mr. Jacques. I simply say that at the moment it is not a sufficiently 
hard item on which you can base a sound expectation. In the near 
future this may very well come into being. I would doubt that it 
would come into being at that level of assistance for Greece. 

Mr. Reppan. That is about 9 percent of the total budget, is it not, 
approximately ? 

Mr. Jacques. Nine percent. 

Mr. Reppan. Yes. 

Mr. Jacqurs. Yes. 
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Mr. Reppan. The next one is German credits, 2,500 million. 

Mr. Jacques. This is realistic. This can be realistic. As I mep. 
tioned, the economic cooperation agreements entered into between the 
two Governments did envisage that the German Government would 
make available approximately $24 million of Government money ty 
supplement credits which would be made available by commercia] 
suppliers. This supplement would serve the purpose of extending 
the credit period and perhaps averaging down the interest cost and 


by this combination of advantages, make it a more useful source of | 


financing for the economic development activity. 

We were never able to calculate how many millions of dollars coulj 
be induced from commercial sources with fertilization of the $24 mj}. 
lion from the German Government. For talking purposes, they wer 
thought to be in the order of 1 to 3. : 

Mr. Reppan. But your best estimate at the present time is that the 
German credits listed here in chapter G are relatively firm or avail. 
able? 

Mr. Jacques. They are available. 

Mr. Reppan. The next one is DLF, Dr4,500 million. 

Mr. Jacques. That is the $150 million lower figure indicated in the 
table on page 39. Over a 5-year period this does not look like ap 
unreasonable total for the Greeks to look forward to. Whether, on 
the other side, it would be available from the DLF would, of cours, 
depend upon what the Congress does and what competing claims it 
would make. ‘To round out my answer, Mr. Reddan, I might say at 


the moment the amount that Greece has already received, plus the | 
amount that looks in early prospect, runs to a total of about $69 


million. 

Mr. Reppan. That is the fertilizer plant, the highway, and the ir. 
gation, or the dam ? 

Mr. Jacqurs. Yes. 

Mr. Reppan. Is that a hydroelectric dam ? 

Mr. Jaceurs. Yes. 

Mr. Reppan. Have the latter two been approved as yet? 

Mr. Jacqurs. No, sir. There is only one that has been approved. 
That is the fertilizer plant, which produced $12 million. 

Mr. Reppan. That is $12 million, and the highway estimated 
loan—— 

Mr. Jacqurs. $21 million has been requested. 

Mr. Reppan. Has USOM approved or recommended to Washing: 
ton approval of that loan application in that amount? 

Mr. Jacques. * * * There is an issue of principle involved in this 
amount. These figures are rough, but the total cost is approximately 
$40 million. Of this, $11 million would be foreign-exchange costs 
and $29 million would be local-currency costs. The Greek Govern: 
ment would like to get the $11 million for the foreign-exchange costs 
It would also like to get an additional $10 million to cover related 
local-currency costs, this dollar amount to be used to finance what we 
call induced imports; that is, imports to absorb the increased demands 
that. will arise once you start pumping 30-odd million dollars’ worth 
of drachmas into the local economy. 

Mr. Reppan. You have the local currency here if they require local 
currency, do you not? 
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Mr. Jacques. The Greek Government was to provide the balance. 
This would entail deficit financing. 

Mr. Reppan. And what this amounts to is budget support, does it 

? 
os Jacques. Which? 

Mr. Reppan. The commodity program is no more than budget sup- 
ort, because you do not need your local currency. You have your 
counterpart here in sufficient amount to take care of the local cur- 
rency costs on the project, have you not? 

Mr. Jacques. Excluding the frozen counterpart, no; we do not. 

Mr. Reppan. How much frozen counterpart do you have, sir/ 

Mr. Jacques. $123 million. 

Mr. Reppan. Dollars’ worth, and that is how many drachma? 

Mr. Wuire. 1,690 million. 

Mr. Jacques. The primary objective of the additional $10 million 
would be only indirectly budget support, if it is that at all. The 
primary purpose is to finance imports, consumer goods, to sop up 
purchasing power. 

Mr. Reppan. That was the same use that was made of defense sup- 
port, was it not ? 

Mr. Jacques. Defense support is 

Mr. Reppan. Didn’t you have commodity programs under defense 
support ? hee ETE Sts , : 

Mr. Jacques. That is right. The motivation is entirely different 
on that. 

Mr. Reppan. But the result is the same? 

Mr. Jacques. The same, from one viewpoint, in the sense that it 
puts dollars into the foreign-exchange reserves. shine ; 

Mr. Reppan. Have you received DLF loan applications which 
would total the amount set forth in schedule G? 

Mr. Jacques. No, sir. 

Mr. Reppan. Has the Greek Government been given any assur- 
ances that DLF funds in this amount will be made available to them 
over a 5-year period, providing they come up with projects which will 
meet the criteria ? 

Mr. Jacques. No, sir. We have no basis to give them that as- 
surance. We doubt anybody else does. In any event, we have not. 

Mr. Reppan. Has there been any allocation of DLF funds to 
Greece ; do you know ? 

Mr. Jacques. For the $12 million loan 

Mr. Reppan. No. I mean there has been no general allocation. 

Mr. Jacqurs. No. 

Mr. Reppan. To the extent that the anticipated revenue is not 
available, or the anticipated financing is not available, do you have any 
reason to believe that the Greek Government would look elsewhere 
for the financing? I am thinking now in terms of Russia or Iron 
Curtain countries. 

Mr. Jacques. No. I don’t think the Greek Government will go 
looking for that kind of financing. As to whether the Soviets them- 
selves would take an initiative in offering assistance, that is anybody’s 
guess. My guess is this is not out of the question. I would be very 
doubtful, though, if the Soviets would be prepared to offer assistance 
of the magnitudes that might become involved here. That magnitude 
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is entirely speculative, but if you were to assume, for example, tha 
the European infrastructure fund never comes into being—I am no 
recommending that as an assumption, but taking that for talking pyr. 
poses—that would be a matter of $100 to $150 million, which T think jg 
quite large for the proportions of Soviet economic assistance as I haye 
understood it. 

Mr. Reppan. Could you give us your best thought on the extepy 
percentagewise, that this financing arrangement as projected by the 
Greek Government is not realistic or may not develop ? ; 

Mr. Jacques. I have no basis, Mr. Reddan, for doing that. Lar 
elements here would depend upon what Congress is going to do ney 
year, the year after, the year after that. . 

Mr. Reppan. I am talking about not only the aid which the United 
States will give, but all of these other sources of financing which ay 
listed here. 

Mr. Jacques. If you will take a look at page 39, if that is agreeable 
to you—— 

Mr. Reppan. Yes. 

Mr. Jacquss. The first two items are U.S. sources, and they repre- 
sent a total of $400 to $500 million, more than half or about half of 
the total. Lay that aside, because of the forecast problem ther, 
Moving on down, the third item, the German Government loan jg 





available; the Italian reparations are available; the net inflow of | 


private capital is speculative, but is not beyond realms of realistic 
possibility, given an appropriate climate here. 

Mr. Reppan. Does it bear any relation to the present inflow of pri- 
vate capital? 

Mr. Paumer. It is more or less of the same order, per annum. It 
is not an unreasonable assumption, by any means. 

Mr. Jacques. Given a really attractive developmental climate 
around here, this could even be on the conservative side. 

The German and other credits here, item 6, is also probably quite 
realistic. This is a combination of the DM100 million supplementary 
credits to be provided by the Government, plus the private credits 
that that would stimulate from Germany, plus private credits from 
wherever else they might come. 

Mr. Reppan. Mr. Chairman, could I ask that. this document which 
has been handed to us this morning, entitled “Preliminary Five-Year 
Program for the Economic Development of Greece,” dated April 195%, 
be made a part of the subcommittee records and that the tables con- 
tained in that document which we have been discussing be inserted in 
the record at this point ? 

Mr. MonaGan. Without objection, it is so ordered. 


Foreign sources available for financing Greek 5-year program 


{In millions of U.S. dollars] 
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Origin and composition of estimated resources for Greek 5-year program 
[In millions of drachmas] 


State budget, American aid, revenues from investments, and internal 


dante, anata  sptiiasadeecrnaisne 
9» German pra Ress: sl eh ciel inci eri lapis i tears —---~--------- --- -- 1, 480 
3 European infrastructure funds__-___-_--_--_---_~~~_- apbin thewab dtl danbed 3, 000 
4, German credits———_-- ----+---------- oe eee nen enw wee -=- --- 2,500 
& Development Loan Fund-----.~~-~~_~-~--.-----.----~...---...~--.-- 4, 500 
@ Italian reparations____-....------~-----~~-------_--~-- a 450 
7. lean from Socony Oil-Refinery--~~_-..---.------___-----_--~-- oe 30 
g Participation of public corporations — (P PC, OTE) and interested 
} parties__------------------------------------------~------------ 5, 640 
is Spe consencer erent tons toe © nanenatutien cna erase sapysatiginimecienriaisininssian ia aatiate 6, 300 


Mr. Reppan. Did you finish that‘ You had just one more share. 
the European infrastructure. 

Mr. Jacques. The European infrastructure is again a matter for 
speculative forecast right now. There are too many imponderables 
tomake a useful guess. 

Mr. Reppan. If you would now direct yourself to the present. eco- 
nomie conditions in Greece. 

Mr. Monacan. Just one question on that. How does the projected 
figure on No. 1 compare with the current appropriations / 

Mr. Jacques. High. 

Mr. MonaGan. By how much? 

Mr. Jacques. I don’t have final figures for the current fiscal year, 
so lay that aside. For the last fiscal year, we gave a total of $32 
million for defense support, and “Other mater iel? °2 If you were to 
project $32 million over a 5-year period, it would total up to less than 
what is indicated here. If you project on a lower figure, which might 
not be unrealistic in the light of congressional reactions, then the gap 
becomes even greater. The $32 million is a total of defense support 
and other materiel. 

Mr. Reppan. Now if you would, please, direct your attention to 
the present economic ¢ onditions in Greece and give the committee the 
benefit of your observations as to the state of the ec onomy, its health, 
its prospects, and the relationship of our aid program to the economy 
of the country so that we can have some measure of determining the 
accomplishments we are making here. 

Mr. Jacques. May I ask a question off the record ? 

Mr. Monacan. Yes. 

(Off the record.) 

Mr. Jacques. Speaking first of all in historical terms, I think that 
we should note that Greece has over the period 1953 to some part of 
1958, had a remarkable period of economic progress, the developme nt 
of stability. I do not have a chart showing that, but the GNP in- 
creased consider ably over that period, averaging out roughly 5 to 6 
percent a year. The currency itself remained mabe, internally and 
externally. Inflation was kept pretty much in check without any 
considerable increase in any of the costs of living. 

Around the latter part of last year things began to slow up a bit. 
This was attributable to a combination of circumstances. One cir- 





‘This excludes Public Law 480, title I. There was a Publie Law 480 sales agreement 
in fiscal year 1958; a small program is contemplated in fiscal year 1960. 
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cumstance was that Greece has been following a policy of free jp. 
ports and if you will look at the chart over there labeled “Bal: ance 
on Goods and Services,” you will notice the bottom line shows jp. 
ports and there is a considerable gap between those representing the 
differences between what Greece sells in the way of goods and wha 
it buys in the way of goods. | 

Mr. Reppan. Is there a deficit there of about $3 million ? 

Mr. Jaceves. $300 million. 

Mr. Reppan. $300 million. 

Mr. Jacques. That is right. A large part of the goods deficit :| 
made up of services of one kind or another, basically shipping and 
tourism, leaving the residual red area, which is the deficit which hasty 
be made up from various sources. 

Greece is very fortunate in having an unusual source of income 
that is, donations from people of Greek or igin who have gone to ling 
abroad, particularly to the United States, and if you will notice that 
dotted gray line in there, that takes care of a large part of the deficit, 

Mr. Reppan. Do you have a copy of that chart which is on the wall! 

Mr. Jacques. We can provide one. 

Mr. Reppan. If you could, it would be helpful in making the re. 
ord clear. 

(The chart referred to is as follows :) 
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Mr. Monacan. Does that, Mr. Jacques, mean there is $450 millioy ) 


coming in in that form / 

Mr. Jacgves. In the form of the donations plus the services, ply 
the exports. 

Mr. Monacan. In other words, it is just the hundred million th 
is in the form of donations? 

Mr. Jacques. That is right; roughly $80 million last year, 

Mr. Barry. In what form does that come in? 

Mr. Jacques. A large part of it is in the form of checks from the 
son in New York State or in Connecticut, back to the aging mothe 
here in Greece. 

Mr. Barry. To the Government ? 

Mr. Jacqurs. To the private individual. 

Mr. Barry. Private institutions? 

Mr. a The private individual, the family people back herp 

Mr. Barry. On a personal basis? 

Mr. Jacques. That is right. 

The ultimate residue of the gap, with this kind of contribution ang 
that kind of contribution, was financed by drawing down the goli 

reserves and last year Greece drew down approxim: ately $22 million 

out of reserves totaling approximately 155—correction, they drew 
down $22 million, reduci ing their reserves from 178 to 155. This was 
a very substantial reduction. relatively speaking, and in the atmos. 
phere of the other conditions then prevalent it became a real cau 
of concern. 

Mr. Reppan. They drew down about $22 million ? 

Mr. Jacqurs. Yes. 


Mr. Reppan. How did they make up the other differences? As] | 


look at that chart there is about. a $60 million deficit. 

Mr. Jacques. That is right. 

Mr. Reppan. How were the other $38 million handled ? 

Mr. Jacqurs. About $39 million for fiscal 1958-59 was U. S. assist- 
ance. Then there was assistance out of EPU, the European Payments 
Union, associated with the OKEC in Paris. That was $12 million, 
and about $52 million worth of private capital coming in from various 
sources for various purposes, other than the emigrant remittances. 

Problem 1, therefore, was this drawdown on the hard reserves, 
This, however, reflec ted other problems, one of which was the world 
wide fall off i in the shipping market and this resulted in a sharp reduc 
tion of income for Greece, both as to whatever capital return might 
flow back from the shipowners, plus the remittances from the seamen 


themselves. A very large portion of the Greek fleet has been laid up 


over the past 8, 9, or 10 months and, as I say, produced a sharp fall of 
in income. 

There has also been a softening of Greece's export possibilities, cot- 
pled with the accrual of surpluses i in some fields which have gener- 
ated very uncomfortable pressure, uncomfortable politically and eco- 
nomically. This has been especially true in the tobacco field. 

Mr. Reppan. Wouldn’t that be a source of generating hard cur 
rency, the export of tobacco and of wheat ? 

Mr. Jacques. If it goes to hard-currency countries. 

Mr. Reppan. Don’t ' they ship latakia to the Lucky Strike Cigarette 
Co. ¢ 
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Mr. Jacques. They sell a lot to the United States, a lot to Germany, 
and other European countries and get back a hard currency. They 
also ship a fair amount, an increasing amount, to other countries under 
trade agreements, therefore, essentially a barter agreement. 

Mr. Reppan. Do they have an unexportable surplus 

Mr. Jacques. Yes, sir, _ 

Mr. Reppan. Is that a serious problem ¢ 


Mr. Jacques. Yes, sir. Around 25,000 tons, which roughly equates 
out at $25 million, which represents about 25 percent of a year’s 
production. 


Mr. Monacan. Is that a technological problem due to filter ciga- 
rettes / . $143 

Mr. Jacques. ‘To some extent it is, but not entirely. It is partially 
that; it is partially other shifts in consumer demands. They refer 
frequently to the fact that Germany acquired as a result of the war, 
the aftermath of the war, a taste for American cigarettes and, there- 
fore, had a shift of demand from former requirements out of Greece. 

Mr. Reppan. How does the export of tobacco volume for this past 
year compare with other years Are they producing more or pro- 
ducing less? What is causing the problem ‘ “Wd : 

Mr. Jacqugs. May I ask Mr. Palmer, who has this at his fingertips, 
to answer that ¢ 

Mr. Patmer. The value of tobacco exported has remained about the 
same, namely, around $75 million a year over the last 3 years. The 
volume this last year was higher, but they received lower prices for 
their tobacco. } 

In response to your question about production, production over a 
period of years has been increasing and in 1957 they had a very large 
crop, Which partly accounted for the surplus that Mr. Jacques is 
referring to. ‘They are also again this year expecting a large crop, 
despite the fact that they tried to discourage and did in fact dis- 
courage acreage, new plantings. 

Mr, Reppan. Have improved growing techniques and fertilization, 
et cetera, that may have been introduced by our technical experts had 
any part to play in the increased production ¢ 

Mr. Jacques. I think when you say introduced by our experts, we 
automatically say of course not ; no, sir. 

Mr. Reppan. I am wondering whether or not our technical pro- 
gram here has helped the farmers, helped the tobacco growers produce 
a better product and also produce more of it and are we thereby 
creating a surplus? 

Mr. Jacques. No, sir; I wish we had the agriculture man here to 
speak for that point, but in general terms, we have not assisted the 
Greek tobacco grower on improving or increasing his output. 

If I may nail down the question we were addressing ourselves to, 
to bring this to a head here, because of all these circumstances the 
economy began to soften. If I may go off the record a moment? 

(Mr. Jacques’ remarks were off the record for security reasons.) 

_ Mr. Monacan. This is Mr. Berger. As long as you are coming 
into the dialog, would you give usa brief sketch, too ? 

Mr. Bercer. My name is Samuel D. Berger. I am Deputy Chief 
of Mission. I was born in Gloversville, N.Y., in 1911, educated at the 

nhiversity of Wisconsin and the London School of Economics. I 
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joined the Government in 1940 on a temporary basis and subsequently | 


was assigned to the lend-lease mission in London in 1942, entered th 
Foreign Service in 1945, served in London with the mutual security 
agency, in Washington after 1950, in Japan as political counselor, jy 
New Zealand as Deputy Chief of Mission, and I have been here ging | 
September last year. 

Mr. Monacan. Thank you, sir. Go ahead, please. 

Mr. Bercer. Perhaps the greatest contribution which the Gover. 
ment has made in the last 6 or 7 years has been to bring inflation 
under control. It has meant that the people in Greece are willing to 
put their money in the bank rather than hold it in more liquid form 

Mr. Monacan. What rate of interest do they get from the bank! 

Mr. Bercer. The rate of interest, which has been fairly high, js 
gradually being brought down. It is about 7 or 8 percent on deposit 

Mr. Reppan. When you say it is the greatest contribution the Goy. 
ernment has made, you are referring to the Greek Government! 

Mr. Bercer. The Greek Government, yes, sir. It was accomplished 
by bringing inflation under control, getting their budget under cop. 
trol. It was accomplished by the freeing up of their economy so tha 
there was a great fruition, we might say, of imports and exports jy 
place of the old attempt to control this economy by means of fiscal 
controls of one kind or another. 

Mr. Monacan. What controls are there on the economy at the pres. 
ent time ? 

Mr. Bercer. I would rather Mr. Palmer spoke to it. He is trained 
in more detail in this. 

Mr. Monacan. Do you want to finish your statement and then we | 
will have that answer ? 

Mr. Bercer. So that we are really watching here the temperature, 
you might say, the economic temperature, of the country to see to | 
what extent that ice is thickening up or thinning up and where the 
breakthroughs might take place. 

Since about a year they have been, instead of progressing year by 
year, the rate of progress has tended to slow down and to level off and 
it is because of this, for the reasons indicated by Mr. Jacques, that we 
are watching the economy most carefully to be sure that there is not 
a serious thaw induced, either by external factors over which they 
have no control, or a rising from shortcomings in their own policies 

We have here an enormous investment over the last 12 years and to 
save that investment in a sense it is most essential that this economy 
not collapse. * * * 

Mr. Monacan. Thank you very much. 

Mr. Palmer, just briefly, I am thinking of things like rent con- 
trol and regulation of wages and that sort of thing. What controk 
are there in the economy at the present time ? 

Mr. Parmer. They do have rent control on the dwellings of the 
poorer people, the working class. The apartment buildings you se | 
here are free from rent control. | 

There is‘minimum-wage legislation but no control over increasing 
wages; very little price control except on a few essentials such 
bread, which is quite important in the cost of living. Imports, the 
bulk of imports, come in free of quantitative restriction. 
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There are, of course, high tariffs. They have no control over the 
output of a plant that is already established, but in order to estab- 
lish a new business or a new plant, you do have to get a license 

ee How about restrictions on taking earnings out of 
the country? If an American company came in, would there be re- 
¢rictions on taking the earnings of a business enterprise that they 
might establish out of the country ? 

Mr. Parmer. This falls into two categories: For businesses which 
have been established since 1953 and which were established under the 
foreign-investment law, they have very good, almost complete guar- 
antees on taking out their profits. However, for businesses which were 
established prior to that time, there are no such guarantees, and this 
isa continuing problem in terms of trying to provide such repatriation. 

However, there really isn’t a great deal of American capital which 
was invested in Greece before the war. 7 

Mr. Monacan. Is there control over farm production in any sense? 

Mr. Parmer. Well, as I said 

Mr. Monacan. Marketing and production quotas and that sort 
of thing. ; ; 

Mr. Parmer. No. If a firm comes in and gets an approved in- 
vestment 

Mr. Monacan. No, farm. 

Mr. Pater. Agricultural commodities, well, possibly agricul- 
tural commodities that have been coming into Greece have been com- 
ing in under our Public Law 480. | 

Mr. Monacan. No. I am talking about control of production by 
Greece, 

Mr. Patmer. Yes. There they have, because of mounting sur- 
pluses, instituted a variety of acreage restriction devices. 

Mr. Monaean. Mr. Barry ? 

Mr. Barry. What is the form of revenue to the Government 
basically ? 

Mr. Parmer. Basically it is from indirect taxes, sales taxes, prop- 
erty taxes, taxes on turnover. They also have an income tax sys- 
tem. It is mainly upper wage earners. It does not affect the farm 
group at all. 

Mr. Barry. There would be no withholding tax, then 4 

Mr. Parmer. No. 

Mr. Barry. Would you say that it divides itself into commercial 
taxes basically ? 

Mr. Patmer. Yes. This is by far the greatest source of revenue 
and from customs duty. Customs duty amounts to about 25 percent 
of the total Government revenue and in recent years as imports have 
been increasing, so has revenue from this source. Now the budget 
position has been hit because imports have leveled off. 

Mr. Barry. Are corporations taxed at a substantial rate here? 

Mr. Parmer. Yes. 

Mr. Barry. What is the rate? 

Mr. Parmer. It isa very complicated formula. 

To give an estimate I think it would not be radically different from 
our corporate rate. It is about 40 percent of profits. 

48437—60—21 
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Mr. Barry. There is no foreseeable method of equitable taxatigy, 
available to the Government that you are aware of ? 

Mr. Paumer. No. 

Mr. Barry. They are not missing anything ? 

Mr. Pauaer. They have greatly improved their tax collection gery. 
ices. In fact, in the last 3 years revenue, both from income tax ang 


from the indirect, taxes, has increased by a much greater prop 
Proportion | 


than has national income; that is, as Mr, Jacques said, nat ony Income 
was going up by something like 6 percent in these years and thei 
Government revenue was, until very recently, going up i something 
like 10 percent. 

Mr. Barry. The same thing accelerates itself when you are on the 
downward trend, does it not? 

Mr. Patmer. Yes. This period was part of the reflection of they 
increased tax revenue collection. They are getting a lot of people that 
they weren’t getting before. 

Mr. Barry. Is there any noticeable tax avoidance? 

Mr. Parmer. Well, they have the same people, I mean there are the 
same devices for expense account avoidance of this sort. They ar 
busy all the time trying to catch people. I think this is the renerally. 
held view, that in an economy of this sort, they have cael & great 
deal of progress in terms of collection. They are improving all the 
time. 


Mr. Monacan. There is one other question. I do not know whether | 
you can answer it or not, but in many of these countries a substantial | 
part of the economy is in the public sector, so to speak. Industries | 


are publicly owned rather than privately owned. Is there any way 
that you could tell us what proportion of the economy is owned pri- 
vately and what proportion is publicly held ? 

Mr. Parmer. It would be very hard to measure the existing assets 
In the past it was predominantly a privately held economy. Tn recent 
years the Government has moved in itself to build a few large enter. 
prises, such as the oil refinery, now the fertilizer plant, and other 
things. 

In terms of investment, this last year Government. investment asa 
proportion of total investment was, ‘T believe, about one-third. A lo 
of this investment is going into roads and things of this sort. 

Mr. Monacan. Public works? 

Mr. Patmer. Public works of this sort. 

Mr. Barry. Is there a stock market? 


Mr. Patmer. There is a stock market which is really not very im | 


portant. People have not yet got. back to the point where they hare 
confidence enough to invest in stocks, Actually, the stock market 
does most of its business in trading gold sovereigns. 


Mr. Jacques. I told my staff they should not add footnotes, but! | 


would like to add one to this to emphasize that from the viewpoint of 
Government policy, there is a decided preference for private enter 


prise and the Government. has moved into the several eases which Mr | 


Palmer has mentioned largely because private initiative was not read) 
to move In. 
Mr. Reppan. Would there be any plan for the Government to dives 
itself of ownership in the future if private capital were available to 
take over, say, that fertilizer plant ? 
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Mr. Jacques. I think they are prepared to, and I think in the case 
of the refinery under the agreement E want to verify this, but I think 
under the agreement at the end of “X” years the question does become 
7 oy ll In the case of the fertilizer plant, they have made a 

ublic statement to this effect, that once it is constructed, they plan to 
offer shares to the public, the farmers, and others. 

Mr. Reppan. Is there a generally favorable climate for private for- 
eign investment, to induce foreign capital to come in ? IO Ye 

Mr. Jacqurs. This is one of our current problems. We think that 
the climate should be improved. The Greek Government does have a 
foreign investment law, which as Mr, Palmer mentioned is in its terms 
very satisfactory. The implementation of it, however, has not been as 
extensive as we would have liked to see it and frequently we urge upon 
the Greek officials the desirability of making that implementation more 

ory. 
ag ae a variety of other factors that enter into the picture, mak- 
ing the climate less attractive than it otherwise might be. There are, 
for example, such things as the difficulty of acquiring local operating 
capital at low interest rates. ‘There is also a certain tendency towards 
protectionism, particularly in certain industrial fields. 

Mr. Reppan. You mean the Government would discourage private 
capital from investing in competitive industry? —— 

Mr. Jacques. At least in certain fields, yes. Textile would be one 
example. There is also a problem involving the case of a detergent- 
manufacturing operation, detergent soap, which is having some dif- 
ficulty because there are local domestic producers. 

Mr. Barry. Mr. Jacques, is there anything that is being done or con- 
templated that would make funds available for small businesses in- 
sofar as working capital or such capital as they may require ? 

Mr. Jacques. There have been inquiries made by a local organiza- 
tion called EDFO, Economic Development Financing Organization. 
This organization in turn would reloan the money to smaller sized 
enterprises. I am not clear just where that stands. I will ask Mr. 
Rowe, who has been working on it. 

Mr. Monacan. Let’s go into that later. I think you haven’t finished 
your statement. 

Mr. Jacques. I hadn’t, but I would like to say that because of this 
all along we have felt that Greece’s economic future did call for a good 
deal of economic development activity in order to raise both the social 
and economic levels in Greece. 

We felt that this became all the more so as the softening of the econ- 
omy began to appear around the end of the last year. 

We feel that the economic development prospects depend upon 
two main lines of activity. One is the creation of the necessary infra- 
structure elements, which by and large and of necessity are for Gov- 
ernment action and secondly, we feel that it requires a good deal of 
industrial development which we had hoped would be largely sparked 
by private initiative, both domestic and foreign. This was the con- 
clusion that I wanted to pin on an economic analysis because I think 
it is within that framework, Mr. Congressman, that the question of 
DLF and the Export-Import Bank have their particular meanings. 
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Mr. Monacan. Now, may we get into these specific fields? Fipg | 


of all, the Export-Import Bank. I notice that there is an amount of ha 
$25.6 million here on the table that you furnished us from Export-Ip. 
port Bank. What is that? Is that a loan that is in existence at the to 
present time ? | : 
Mr. Jacqurs. That was a $25 million credit extended to the Greg | 
Government in 1946. | cia 
Mr. Monacan. What was that for? los 
Mr. Jacques. To purchase U.S. products. 3 
Mr. Monacan. A whole line of commodities of some sort? los 
Mr. Patmer. It was a wide variety, about 15 different things of | 
machinery and products that were needed right after the war. 
Mr. Monaean. It was not for any specific construction project? de 
Mr. Pater. No. re] 


Mr. Jacqurs. No. It was in the general rehabilitation. 
Mr. Monacan. That is repayable in dollars? 

Mr. Jacquss. Yes. ’ 
Mr. Monacan. And what is the status of the loan at the present Gc 





time so far as repayment is concerned ? Th 
Mr. Jacqurs. First of all, about $4.5 million was utilized. That To 
left approximately $11 million, plus, unused. ] 
Mr. Monaaan. That has never been ort 
Mr. Jacques. Iam sorry. I withdraw the last figure. About $145 
was utilized. ; qu 
Mr. Monacan. So that the loan was in effect $14 million? 
Mr. Jacques. That is right. ] 
Mr. Monaean. And of that, 11 is not going to be used ? ma 
Mr. Jacqurs. Apparently not. Does anyone here have any first. ] 
hand knowledge of that? cor 
Mr. Monacan. Who handled that? Of course, that is handled ] 
pretty much from Washington, isn’t it? ma 
Mr. Jacques. That is right. It goes back so far none of us has the 
any personal knowledge of it. fea 
The only other piece of information I have is that the servicing tiol 
of it has been regular and that the balance has now been worked dow an} 
to around $11 million, roughly $3.5 million having been repaid. tilt 
Mr. Monacan. Let’s go into the Development Loan Fund. exc 
That is under your jurisdiction, is it not, so far as the Mission is ) 
concerned ? | tot 
Mr. Jacques. And insofar as the Mission has eny function in it. | } 
Mr. Monaaan. Yes. | = por 
Mr. Jacquss. Yes, sir. whi 
Mr. Monaaan. As I understand it, there is one loan that has been N 
approved and there are two others that have been applied for. Will | \ 
you tell us which is the one that has been approved ? orig 
Mr. Jacques. The one which has been approved has been the nitro | mac 
genous fertilizer plant in northern Greece. T 
Mr. Monacan. When was the application made for that? | feas 
Mr. Jacques. In January 1958, 1s the date I find here, Mr. Chair M 
man. My 
Mr. Monacan. And who handled that? Is there anyone here nov M 
who handled the negotiations there? M 


M 
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Mr. Rowe. The negotiations for the actual loan agreement were 
handled out of Washington. shit te } 

Mr. Monacan. In other words, the application was made directly 
to them rather than through you here? 

Mr. Rowe. Yes, sir. onl 

Mr. Monacan. After the application was made, did any local offi- 
cials have any connection with the application in investigating the 
Joan or making recommendations or anything like that 4 ae 

Mr. Rowe. We made recommendations as to the feasibility of the 
—. Monacan. In what connection ; economic feasibility ? 

Mr. Rowe. Economic and general technical feasibility, but not in 
detail. The detailed negotiations were carried out in W ashington by 
representatives of the Greek embassy and the adviser that the Greek 
Government hired, which is Haldor Topsoe. 

Mr. Monacan. How do you spell that? 

Mr. Rowe. T-0-p-s-o-e (spelling), who is the adviser that the Greek 
Government had, and was acceptable as a consulting engineer to DLF. 
The technical details of it were worked out in Washington, with Mr. 
Topsoe advising the Greek officials in Washington. _ TS3E> Sa 

Mr. Monacan. To what extent did you make an investigation in 
order to permit you to state that it was economically feasible? , 

Mr. Jacques. I am sorry, Mr. Congressman, I did not get that 

uestion. 

(Question read.) 

Mr. Jacques. I am speaking only from impression, Mr. Congress- 
man. 

Mr. Monacan. I do not want that. I thought Mr. Rowe had been 
connected with it. 

Mr. Rowe. This was before I got here. However, there was infor- 
mation as to the amount of fertilizer consumed in this country and 
the savings that would be effected, based on the engineering technical 
feasibility report as to the imports of fertilizer and as to the utiliza- 
tion of their basic resource, which is lignite, which also eliminated 
any imports as far as the fuel was concerned in producing the fer- 
tilizer, so the net result is that there are estimates of savings of foreign 
exchange, $10 to $11 million per year after this is effected. 

Mr. Monacan. And that material was gathered here and forwarded 
tothe DLF ? 

Mr. Rowe. It was all gathered by the engineer. There are two re- 
ports. One was the Koppers report, which was several years ago, 
which is the beginning. 

Mr. Monacan. What report is this? 

Mr. Rowe. The Koppers Co. of the United States; 1955 was the 
original report and then Topsoe came into the picture thereafter and 
made a very detailed report at the request of the Greek Government. 

These figures were based on both the technical and the economic 
feasibility for the construction. 

Mr. Monacan. So these figures were taken from other sources? 

Mr. Rowe. Yes, sir. 

Mr. Reppan. What nationality is the Topsoe firm ? 

Mr. Rowe. Danish. 

Mr. Reppan. And Koppers is an American firm? 
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Mr. Rowe. Yes. 

Mr. Reppan. What is the amount of this loan ? 

Mr. Rowe. $12 million. 

Mr. Monacan. When was the agreement signed ? 

Mr. Jacques. January 28, 1959. 

Mr. Monagan. And no funds have been paid out under that? 

Mr. Jacques. Yes. The full $12 million I think has been. 

Mr. Emmer. $5,775,000. 

Mr. Monacan. What has that been paid for, if you know? 

Mr. Rowe. It has been paid in accordance with the loan agreemen} 
and in accordance with the contract which was entered into betwee 
the two constructors. 

Mr. Monacan. This loan is to the Greek Government? 

Mr. Rowe. Yes. 

Mr. Monacan. The Greek Government has an agreement with 
someone else to build the plant? 

Mr. Rowe. That is correct. 

Mr. Monacan. Who is the person to construct the plant? 

Mr. Rows. Uhode & Casale. It is a combination of Swiss, French, 
and German, Uhode being the German, in a combine that, operating 
together, are building this. 

Mr. Monacan. Do you know anything about whether bids were 
asked for in connection with this construction ? 

Mr. Rowe. Yes, they were. 

Mr. Monacan. Was there any American bidding on this? 

Mr. Rowe. Yes, there was American bidding. 

Mr. Monacan. Do you know why the American firm was not given 
the contract ? 

Mr. Rowe. They were high priced. 

Mr. Monacan. Do you know what the comparison in prices was! 

Mr. Rowe. We have not got the full—I haven’t got it here, the 
full comparison of the bids. 

Mr. Monaaan. At any rate, there was no policy of buying Amer:- 
can in this instance? 

Mr. Rowe. No, sir. 

Mr. Monagcan. Are the bids set out anywhere in documents that 
are here? 

Mr. Patmer. I can answer that, sir. We do not have the material 
here. At the request of the DLF we got all of the bid information 
that they wanted from the Greek Government and forwarded it to 
DLF. 

Mr. Monacan. Do you have any other questions ? 

Mr. Reppan. Yes. What is the stage of construction of the ferti- 
lizer plant? 

Mr. Rowe. It is still in the design stage. 

Mr. Reppan. What has the $5 million been used for? 

Mr. Rowe. That is a contract—I say designed and preliminary 
acquisition of erection equipment. That is in accordance with the 
contract, as there are commitments that have to be made to suppliers 
and the DLF financing comes in first before the suppliers credit. 

Mr. Reppan. Those funds have not been expended, have they? 

Mr. Rowe. As far as DLF is concerned, yes, there has been 
$5,700,000. 
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Mr. Reppan. Have they been committed or expended? 

Mr. Rowe. They have been committed through making available 
letters of credit to the Bank of Greece. 

Mr. Reppan. How much in the way of construction equipment 
has come in? How much has been delivered to the site? 

Mr. Rowe. To the best of my knowledge, none. 

[ have not been up to see it. I do not know. 

Mr. Reppan. So that the commitment has only been by way of 
letters of credit which cannot be drawn on, I assume, until material] 
is delivered; is that correct ‘ 

Mr. Wurre. I understand payments have been made to the prime 
contractors, who in turn can make it available to the people who are 

roviding the equipment. oot Tee 

Mr. Reppan. The prime contractor has been given $5 million before 
anything was delivered? Is that correct ? 

Mr. Wurre. I understand this was an advance payment against the 
purchase of the equipment. For further information on it, I would 
have to get it from DLF. Soa 

Mr. Monacan. Is that the provision in the contract ? 

Mr. Rowe. That is in the provisions and in accordance with the 
DLF arrangement. __ 

Mr. Reppan. Did USOM approve that particular part of the con- 
tract? 

Mr. Jacques. No. 

Mr. Monacan. You didn’t approve it? 

Mr. Jacques. No, sir. 

Mr, Reppan. Did you disapprove it ? 

Mr. Jacques. We were not called upon to do either. 

Mr. Reppan. You were not called upon to pass in any respect on 
that ? 

Mr. Jacqugs. No, sir. 

Mr. Barry. Is that the customary type of contract for a project of 
this size? 

Mr. Jacques. Have in mind this is the only DLF operation we have 
had. We had no reason to think it was right or wrong. 

Mr. Barry. Did you think the contract was purposely designed on 
the realization of the relaxation of requirements that do exist in the 
Export-Import type of loan? Was the contract aimed particularly 
at getting money from DLF or did they have the project in mind, not- 
withstanding the money that may be coming from the DLF? 

Mr, Jacques. The Greek Government? 

Mr. Barry. Yes. 

Mr. Jacques. Yes. I think the Greek Government has had this in 
mind as an essential element in its economic development. program. 

Mr. Barry. Would you consider that this loan was overgenerous 
in its credit terms ? 

Mr. Jacqurs. No. 

Mr. Barry. Would you consider the terms of the contract as drawn 
as overgenerous to the contracting company ? 

Mr. Jacqurs. I have no basis for that kind of judgment, either. I 
do have in mind, Mr. Congressman, in answering these questions, that 
the DLF operations, we understand, have certain objectives in con- 
tributing to economic development. These objectives and the way 
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they do business has already entered into those objectives. The way | 
they do business is not always the same as a straight banking type 
operation. 

Mr. Barry. You are taking into consideration the basic backgroyn 
of this loan fund? 

Mr. Jacques. That is right. 

Mr. Barry. It is an instrument of foreign policy ? : 

Mr. Jacques. Yes. 

Mr. Reppan. Do you know approximately when these funds wep 
turned over to the contractor? 

Mr. Jacquxs. Yes,sir. July 6,7, and 10. 

Mr. Monacan. They were turned over to the constructor? 

Mr. Jacques. They were paid through the Bank of Greece to tly 
constructor. 

Mr. Reppan. Do you know what he has done with those funds} 

Mr. Jacqugs. No, sir. 

Mr. Reppan. Is there any time limit within which he has to hay 
the material or construction machinery on the site? 

Mr. Rowe. There is a whole schedule established in the contrac 
step by step. There are about 25 different steps w ith which they hay 
to comply and the Topsoe engineering firm has to certify to the fag 
that the contractors are comply’ ing with the terms of the contract be 
fore payments can be made. 

Mr. Barry. Who follows up on those 25 different times? 

Mr. Rowe. Haldor Topsoe is the engineer. He is advising and pm 
porting regularly to DLF in W ashington. 

Mr. Barry. As a fieldman in a sense representing DLF here, ap | 
you getting copies of those reports so that you can asc ertain for the 
benefit of DLF back home that this is a fact # 

Mr. Rowe. We just now have received the copies of the first tw | 
quarterly reports. We expect to get the next report which is di | 
within the next few days. 

Mr. Barry. You carefully go over those to see that as far as you 

can tell they are in compliance with the contract ? 

Mr. Rowe. No, sir, we have not taken that position to ascertain 
whether or not this is what is required. 

Mr. Barry. Would you think that a good course of business pw 
cedure that might be recommended ? 

Mr. Rowe. The DLF people have their own engineers to analyz 
the reports in Washington and are in position to send out an engineet | 
if they so desire. We have not be i eae 

Mr. Barry. You are equipped to determine yourself without thei | 
sending an engineer, are you not? 

Mr. Rowe. No, sir, I wouldn’t say we have the technical know-hor 
in a complicated plant such as this to analyze all of the technic | 
details of the construction. 

Mr. Reppan. Do you know whether Topsoe has purchased ayy 
material as yet? 

Have they expended any part of that $5 million for equipment! 

Mr. Rowe. I could not tell you, sir. 

Mr. Reppan. The last two ‘quarterly reports which, I believe you 

said you have just received, what do they show with respect to the 
status of the purchase? 
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Mr. Rowe. They were largely reports based on the engineering 
design : 

Mr. Reppan. Are they the engineers as well as the constructors? 

Mr. Rowe. Topsoe is the engineer. 

Mr. Reppan. Are they also the constructors? 

Mr Rowe. No, sir. There is a combination of Uhode & Casale who 
are the constructing contractors. 

Mr. Jacques. Could I have Mr. Palmer make a comment? I think 
he has some knowledge. , 

Mr. Parmer. I could perhaps give a little more insight into why the 
particular arrangement has worked out which led to this payment 
of $5 million. 

The total foreign exchange cost of this project is much greater than 
$19 million for which the DLF loan has been made. It is some $28 
million. When the Greeks were seeking to finance this plant they 
found that they could get foreign supplier credit financing for a part 
of the total foreign exchange cost, but even under this foreign supplier 
credit financing they would have to make substantial, both down- 
payments and payments during the period of construction, which is 
approximately 3 to 4 years. ; 

It was in recognition, among other things, of their very serious bal- 
ance of payments situation which they could not themselves find the 
foreign exchange during this period of construction to pay for the 
equipment that an arrangement was worked out in which the DLF 
used the availability of its funds to cover only the foreign exchange 
cost during the first 3- to 4-year period, a period in which others would 
not provide financing and in which the DLF, I believe—they would 
confirm this in Washington—used their financing so as to reduce the 
total amount of foreign exchange costs which the Greek Government 
would have to pay. 

In other words, this was used to get the most favorable terms for 
the Greek Government in their overall negotiations for the cost of 
the plant. 

Mr. Reppan. Was there worldwide bidding with respect to the 
machinery and equipment ? 

Mr. Parmer. There was, sir. In fact, it was widely advertised in 
the United States by the Department of Commerce for over a period 
of a year before the final bids were submitted and I forget the exact 
number but I think it is upward of 15 or 20 American firms did at one 
time or another submit bids. 

Mr. Reppan. When is the fertilizer plant supposed to be completed, 
inaccordance with the original plans? 

Mr. Rowe. My recollection, without having the information directly 
before me, it is a 3-year period before it actually goes into operation. 

Mr. Reppan. Three years from what date? 

Mr. Rowe. From the date the contracts were signed. 

Mr. Reppan. Has there been any extension of that period ? 

Mr. Rowe. No, sir. 

Mr. Reppan. Is it moving on schedule? 

Mr. Rowe. According to Topsoe, yes, it is moving on schedule. 

Mr. Reppan. Has there been any change in the plans or methods to 
be used in the manufacture of this fertilizer? 

Mr. Rows. There has been one change in the plan whereby they 
are going to use iron pyrites as the basic material for developing the 
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sulfuric acid. That is being approved now, both by the engineers jy | 


Washington and by Topsoe Engineering here. 
Mr. Reppan. What was the original method recommended for use! 
Mr. Rowe. Gypsum was the original material which was going to 
be used to get the sulfuric acid, and now, because of the change in map. 
ket on sulphur and the iron pyrites reducing in price the produetioy 


of the sulfuric acid from iron pyrites is cheaper than it would be frop, | 


gypsum. 

Mr. Barry. Would there be any cost differential because of this? 

Mr. Rowse. I don’t know what it is. There might possibly be, byt 
it would be a slight cost. 

We have not seen those figures. There may be a slight cost increag 
for the iron pyrites. 

Mr. Monacan. How is this loan repayable according to the cop. 
tract? By that I mean in what kind of currency ? 

Mr. Rowe. It is repayable in drachmas, sir. 

Mr. Monacan. Just let’s get your function clear. You take appar. 
ently a very limited part in the negotiating of the contract and alg 
in preparing the form of the contract; is that correct? 

Mr. Rowe. That is right, sir. 

Mr. Monagan. And also after the agreement has been made, you 


have no detailed responsibility, or you have assumed no detailed re. | 


sponsibility for following the progress of construction ? 
Mr. Jacques. That is correct. Our responsibilities are as assigned 
by Washington and they are along this narrow line. 


"Mr. Monacan. Where is that assignment? Is that in the telegram | 


that has come out from DLF? 

Mr. Reppan. Is that that July 1 order? 

Mr. Jacques. One place it shows up is in an ICA formal order, 

Mr. Monacan. What is the date of that? 

Mr. Jacques. No. 253.1. 

Mr. Monacan. What is the date of that? 

Mr. Jacques. July 1, 1959. 

Mr. Monaaan. May we get into the other two applications? Would 
you tell us about those, please? 

Mr. Jacqurs. The other two applications involve on the one hand 
the proposed construction of a multipurpose hydroelectric dam in the 
Acheloos River area, which is over in west Greece. It is indicated on 
that map there by the red symbol half way up the map. 

Mr. Monacan. What is the amount of that application? 

Mr. Jacquss. There is an engineering report which has just been 
completed by an organization known as Ebasco. We have not yet 
seen that report. It has become available, I think, only within very 
recent days in the States. 


Our information is that it projects a total cost of about $82 million, | 


the foreign exchange component of which would be about $36 million. 


This report is about to be turned over or may already have been | 


turned over to the DLF in Washington for their appraisal. We wil 
wait, of course, whatever their reaction is and we assume that the 
Greek Government will request $36 million. 

Mr. Monagan. You haven’t had, once again, any detailed connee 
tion with the application here? 

Mr. Jacqurs. No detailed one. We have continually urged the 
Greek Government to develop its case in firm or understandable terms 
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rather than resting on just a generalized observation that they would 
m. 

te. naw. If the funds are forthcoming from the DLF, what 
will they be used for ¢ ' . 

Mr. Jacques. There will be several requirements, the major one 
of which I assume will be equipment. ete 

Mr. Monacan. This won't be a matter of assisting in the balance- 
of-payments problem as this other first one was ¢ a 

Mr. Jacques. I do not agree that the first one was that. The first 
one was for the purpose of financing the purchase of equipment. 
This, too, will be for the purpose of financing the purchase of equip- 
ment, plus construction, plus probably the cost of final design. 

Mr. Monacan. I understood that this $5 million advance in the 
first loan was because of currency problems and for that reason it 
had not been used for the purchase of equipment at the time that it 
was advanced. Am I wrong in that assumption ? 

Mr. Parmer. Sir, it was required to make the downpayment on 
the entire $28 million foreign exchange cost of the project, of which 
the DLF is providing $12 million. 

Mr. Rowe. It is usual practice in constructing of specialized equip- 
ment to give the fabricator an advance retainer for his fabrication. 

Mr. Reppan. I think what the chairman has reference to is the 
part of a loan which is going to be used, not for the purchase of 
equipment, but for the local currency costs. 

I think you said that was $11 million or something. 

Mr, Jacques. Not in the fertilizer plant. 

Mr. Reppan. That is the road. 

Mr. Jacques. That is right. We haven’t got to that one yet. It 
js not in the dam project, either. 

Mr. Monacan. Let’s get back to the second application. 

Mr. Jacques. I do not know what more to add, Mr. Chairman. 
This project will fall under the jurisdiction of the Public Power 
Corporation. Our latest information is that the managing director 
of that organization has now gone to the States to consult, first of all, 
with Ebasco, the outfit which has been preparing the study, and 
secondly to participate in presenting that to DLF. 

Mr. Monacan. All right. What is the third application ? 

Mr. Jacques. The third application is for the financing of a high- 
way, a portion of a highway running between Athens and Salonica 
and ultimately from here up to here. 

Mr. Barry. From the lower peninsula to southern Macedonia? 
Would that be the description ? 

Mr. Jacques. It links the two key parts of Greece and the two key 
cities of Greece together. The present road is about 600 kilometers 
long. It is hilly, winding, and takes about 14 hours of travel. The 
idea is to produce a road that would be easier to move over, a large 
part of it being at sea level, and this will increase communication, fa- 
cility of communication between the two key cities. This will have 
its importance in tourism, it will have its importance in the transport 
of goods, and it will have some other advantages. 

Mr. Monacan. Now in connection with these loans, will either one 
of these be suitable for an Export-Import Bank loan ? 

Mr. Jacques. I don’t know, sir. 
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; 


Mr. Monacan. The reason I ask that is that I am wondering 
whether there is any policy of referring them to the Export-Import 
Bank as opposed to the DLF. 

Mr. Jacques. It is my understanding that when these applications 
come to Washington, they are taken up in any event among the gey. 
eral organizations. 

Mr. Monacan. You here do not make any attempt to persuade then 
to go to one or the other? 

Mr. Jacquers. No, sir. 

Mr. Monacan. And once again in this third loan your function hag 
been sort of informative rather than functional in processing the 
application ? 

Mr. Jacques. That isright. It is aservice function. 

Mr. Reppan. With respect to that fertilizer plant, what is going to 
be the power source ? 

Mr. Rowe. It is going to be lignite-fired generators. 

Mr. Reppan. Is lignite available in that particular area? 

Mr. Rowe. The same area; yes, sir. 

Mr. Reppan. Is there any problem of getting it to the plant? 


Mr. Rowe. That is being worked out. There are problems, but itis | 


being worked out, to exploit the lignite going into both the power. 
plant and into the fertilizer plant. 

Mr. Monacan. Negotiations have been made pretty much directly 
in Washington with the DLF? 

Mr. Jacquss. Yes. 


Mr. Reppan. On the road, I understand you recommended a lesser 


amount than the Greek Government requested ; is that correct? 
Mr. Jacqurs. No, sir. We haven’t recommended. I was making 
the point that in the amount that the Greek Government has requested 


there were two elements. One is $11 million for the direct foreign | 
exchange cost and on this we would support without any question, | 


assuming accepting the economic and technical feasibility as demon. 
strated by the appropriate reports. The additional $10 million item 
represents what is to us a novel form, using the DLF as a source of 
financing indirect foreign exchange costs. 

We would recommend neither for nor against that because it isa 


novel question, the considerations of which as we see it are largely in | 


the field of DLF policy. 

Mr. Reppan. I gather then that you do not feel that that is an eco 
nomic problem but one of policy ? 

Mr. Jacquss. It is an economic problem from the Greek point of 
view but the evaluation of it, the impact this will have on the DLF 
program, the consistency in terms of its legislation—these and a series 
of other questions are entirely outside our competence. 

Mr. Reppan. What I mean, the local currency costs in your judg: 
ment could not be financed any other way than through an importa 
tion program ? 

Mr. Jacques. These are not to finance a local currency cost. This 
$10 million would be to finance the foreign exchange cost of add: 
tional imports designed to satisfy the increased consumer demands 
stemming from the influx of $30 million, more or less, in the local 
economy. 
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Mr. Reppan. But those commodities would have nothing to do with 
the construction of the plant ? J 

Mr. Jacques. They would not. Not necessarily. 

Mr. Reppan. Do you have the total amount of the cost of that road 

gram { 
Pr, Jacques. $40 million—$42 million. lal 

Mr. Barry. Mr. Jacques, you are aware that an individual or a cor- 
poration can make application for a Development Loan fund, not- 
withstanding having to do with the Government ¢ 

Mr. Jacques. Yes, sir. wd ea) j 

Mr. Barry. Is there any availability of information along these 
lines to the people in Greece, the business community in Greece that 
such financing is possible upon proper application ¢ 

Mr. Jacques. This is known; to think back, one or two businessmen 
have talked to me about the possibility. fut vr 

Mr. Rowr. The Greek Federation of Industrialists have publicized 
DLF brochures which set forth the ways and means for their making 
application to DLF for private investment. _ : 

Mr. Barry. Have there been any applications made in this private 
sector that you recall ¢ 

Mr. Rowe. Not that I know of. 

Mr. Reppan. Did you make any comments or suggestions to DLF 
with respect to the importation of commodities in connection with the 
road program ? an i 

Mr. Rowe. In connection with this additional $10 million above the 
requirement for the road itself? 

Mr. Reppan. For the road itself, yes. 

Mr. Rowe. We have not, no, sir. 

Mr. Reppan. You have made no comments at all with respect to 
that ? 

Mr. Rowe. We are in the process, or we will be in the process of 
making our comments on this whole report. The report just re- 
cently has been filed. 

It is the Ammann and Whitney report, which has been recently 
filed with an application to DLF. 

Mr. Reppan. Could you give us a preview as to what your com- 
ments will be with respect to that particular part? 

Mr. Jacques. I think our position will be essentially as I have indi- 
cated, Mr. Reddan, and that is from our point of view it is such a 
novel question, involving a horde of considerations which are entirely 
within the DLF field 

Mr. Reppan. Under your understanding of the DLF procedures 
and criteria, do you feel that this is a proper use of DLF funds? 

Mr. Jacques. I just don’t have enough experience on this, Mr. 
Reddan, to express a judgment. 

Mr. Reppan. Would you have to pass judgment on that at the time 
you comment on the report ? 

Mr. Jacques. Yes,sir. This is in the future. 

Mr. Reppan. How soon do you expect to gain the experience which 
will enable you to pass upon this point ? 

Mr. Jacques. A matter of several weeks. 

Mr. Barry. This is off the record. 

(Off the record.) 
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Mr. Monacan. May we go back on the record now? 

Mr. Jacques, I assume that you will make available for inspectig, 
a Mr. Woods any files that you have in this connection in case }y 

rants to get some material from them ? 

Mr. Jacques. Any files that are available we would be delighted y 
make available. 

Mr. Monacan. Gentlemen, we certainly appreciate your assistang | 
in this matter. It has been very helpful to us and once again, I way 


to say how much we appreci iate your whole approach to this’ matter, 
both personal and official. It has been very pleasant on the one hand | 


and very informative on the other. We w ill carry this material bac} 
to the full committee. I am sure that it will be very helpful in mak 
ing our final report. 

Mr. Barry. The minority would like to associate itself with th 
expressions as emitted by our chairman. 

Mr. Jacques. Thank you. We are glad to have been of help. 

Mr. Monacan. Thank you very much. We will now call the brief. 
ing session closed. 

(Whereupon, at 12:15 p.m., the hearing was adjourned.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


WEDNESDAY, FEBRUARY 3, 1960 


House or REepresENTATIVES, 
SuBcOMMITTEE ON ForeiGN Operations 
AND Monerary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to call, at 10:10 a.m., at the George 
Washington Inn, Hon. Porter H: ardy, Jr. (chairman of the subcom- 
mittee ) ‘presiding. 

Present: Representatives Porter Hardy, J 
George Meader, and Robert P. Griffin. 

Also present: John T. M. Reddan, c hief counsel; Richard P. Bray, 
Jr., counsel ; Miles Q. Romney, counsel; Walton Woods, staff investi- 
gator, and Phyllis M. ‘Seymour, clerk. 

Development Loan Fund officials present: Vance Brand, Managing 
Director, accompanied by Hart Perry , Deputy Managing Director for 
Operations ; Edwin D. Kirby, Deputy Managing Director for Private 
Enterprise; Edmond C. Hutchinson, Assistant Deputy Managing 
Director for Operations; Joseph S. Toner. Secretary-Treasurer ; John 
E. Loomis, General Counsel; Ralph W. Golby, Deputy General 
Counsel ; Samuel Hassman, Special Assistant to the Deputy Managing 
en for Operations; John A. Ulinski, Jr., loan officer ; Reginald 

Chutter, Deputy Chief, Loan Operations; Timothy B. Atkeson, 
Leakctent General Counsel; J. Z. Mirski, Assistant to the Deputy 
Chief for Loan Operations; and Harold 5. Miner, Special Assistant 
tothe Managing Director. 

Mr. Harpy. Let the subcommittee come to order. 

I want to make a brief statement before beginning with our agency 
representatives who are here today. I think I should at the outset 
call attention to the fact that this subeommittee of the Committee on 
Government Operations is holding this hearing pursuant to its au- 
thority under the Legislative Reorganization Act, specifically under 
rule XI of the House of Representatives. 

The Foreign Operations and Monetary Affairs Subcommittee in- 
cludes within its jurisdiction the operation of the U.S. foreign aid 
program. Previously we have examined many facets of the opera- 
tions of the International Cooperation Administration, the agency 
primarily charged with implementing that program. Three years 
ago the Dev elopment Loan Fund was created, and is now a corpora 
tion, charged with the handling of loans to foreign countries, whic h 
had previously been within the province of ICA. 

Since June of 1959, we have been inquiring into the Development 
Loan Fund’s activities. Our inquiry seems especially timely in that 
the President, in his budget message 3 weeks ago, indicated that the 
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. 


technical assistance to our friends and allies abroad. He stated, jy 
requesting increased appropriations for the mutual security progray 
for this year, that— 


DLF would increasingly become the principal tool for economic ang 


this increase in program is needed to accelerate economic and technica] as. 
sistance, chiefly through the Development Loan Fund. 

Obviously, in an examination of this sort, the committee cannot 
inspect each DLF loan in detail, so we have decided to examine the 
entire DLF program in India and selected loans in a number of othe 
countries. In prior years, a substantial portion of DLF money hg 


' 


gone to India—about 25 percent of the total, in fact. By the time y | 


have completed our overall examination, we expect to have examina 
loans whose face amount exceeds one-third of DLF’s total resources 
To date, in addition to examining records in Washington relating to 
the program in India, we have also examined records on certain 
selected loans in Korea, Spain, Yugoslavia, Israel, Greece, Turkey, and 
Honduras. Five of those countries were visited by members of the 
subcommittee and its staff last fall, during the congressional recess. 

We are commencing open hearings on DLF operations today, with, 
study of the program in India. I want first of all to ask Mr. Brand, 
the Director of DLF, to give us what comments he cares to make, par. 
ticularly from a policy standpoint. I think I should note that whe 
our inquiry began, Mr. Brand had not come aboard, so our original 
contacts were with Mr. Menapace and Mr. Perry. 

Now the study that we have undertaken has been fraught with some 
difficulty. Particularly, we have had some problems in connection 
with the assembling of data which is absolutely necessary for a full 
understanding of DLF’s operations. 

Prior to today, the subcommittee has held a number of meetings with 
Mr. Brand and his associates and with his predecessor, I should say, 
and other top officials of DLF, which were devoted primarily tos 
discussion of this problem of securing information. 

I want to observe that through these discussions there have been 
statements of cooperation and 1 think a clear intent generally to co. 
operate with the committee in the furnishing of information, but that 
hasn’t always been the practical experience that we have had and 
sometimes there has been some seeming appearance of a feeling of 
proprietorship on the part of some personnel over information whieh 
we believe belongs to the American people. 

Now this is not just true of the Development Loan Fund. It has 
been true of some other agencies that we have had experience with 
also. 

I think in this connection I should observe that this experience was 

erhaps the first that anybody in the Development Loan Fund had 
can with a congressional requirement for access to files and documents 
I am pretty sure that is accurate, so this was a new area that we wer 
entering into for the agency. 

I think I ought to observe also that I am not at all sure the difl- 
culties we have encountered resulted altogether from decisions made 
within DLF. I think they may have been influenced by people in the 
Department of State and I am afraid that sooner or later there is 
going to have to be a better resolution of this problem at the State 
Department level than we have been able to accomplish thus far. 


oo 


ee 


O 
and 
the : 


app! 
Loa 
proy 
tow: 
othe 
B 
men 
hibi 
we | 
will 
over 
may 
und 
N 
assu 
we ¥ 
I 
of t 
the 
info 
wan 
that 
dise 
S 
wit] 
had 
doct 
asso 
com 
not 
M 
M 
Jt 
the 
the 
of t 
mitt 
men 
lish 
and 
erat 


not 

men 
was 
aris 


chai 
to d 
lette 


ic and | 
ted, in | 
rogram 


Lical as 


cannot 
‘ine the 
f other 
ney hag | 
‘ime we 
‘amined 
sources, | 
iting to | 
certain 
cey, and 
3 of the 
| recess, 
, Witha | 
Brand, | 
ke, par- 
at when | 
original | 


ith some 
nnection 
or a full 


ngs with | 
mild say, | 
rily toa 


uve been 
ly to co 
but that 
had and 
eeling of 
on which 
. It has | 
nee with 


lence was 
‘und had | 
ycuments. 
L we were 


the difli- 
ons made 
ple in the | 
r there 1s 
the State 
rus far. 


DEVELOPMENT LOAN FUND 327 


Our previous experiences with this problem have been with ICA 
and the State Department. Because of the seriousness with which 
the subcommittee and the Congress viewed the problem, a legislative 
approach—which, incidentally did not encompass the Development 
Loan Fund—was made. The amendment to the Mutual Security Ap- 
propriations Act which passed the House would have done much 
toward resolving our problem; but, by the time it got through the 
other body, it was considerably weakened. 

Because of that, unless we do develop a better working arrange- 
ment—I say that with due deference to the attitude you have ex- 
hibited, Mr. Brand, but nevertheless, there are some documents which 
we have not yet received—I think you can be pretty sure that there 
will be effort again this year to strengthen the congressional control 
over the funds and this will probably include DLF as well as ICA and 
maybe we are going to try to see if we can’t bring State Department 
under it, too. . 

Now I am not at all sure that this approach will prevail but I can 
assure you that I am going to try my best to do it and beyond that 
we will just have to wait and see what happens. 

I mention this because I think it is important in the beginning 
of this series of hearings, before we get into the substantive side of 
the DLF program, to dispose of, for the time being at least, this 
information problem which has been a very serious one to us. I 
wanted to have this a part of the record in the beginning in the hope 
that we could avoid having it continually crop up during our 
discussions. 

So before we get into the substantive matters that we are concerned 
with, I want to ask Mr. Reddan to read a chronology which we have 
had prepared of our experience on this matter of securing access to 
documents. I shall be glad, Mr. Brand, for you, and any of your 
associates who have been concerned with this particular problem, to 
comment on it initially so that we can try to get this behind us and 
not be worried with it throughout the whole proceeding. 

Mr, Reddan, will you go ahead now and read that chronology ? 

Mr. Reppan. Yes, sir. 

July 8, 1959.—The subcommittee’s inquiry into the operations of 
the Development Loan Fund was formally opened with a letter from 
the chairman to Robert B. Menapace, Acting Managing Director 
of the DLF. Subsequent conversations between DLF and subcom- 
mittee staff members indicated the subcommittee’s interest in docu- 
ments relating to the operations of the DLF generally and the estab- 
lishment of loan priorities in certain countries, particularly Spain 
and Yugoslavia. DLF officials expressed their willingness to coop- 
erate in the subcommittee inquiry. 

August 13, 1959——The subcommittee was orally informed it could 
not see any documents originated outside DLF (“third-agency docu- 
ments”) without prior clearance from the originating agency. This 
was the first time in this inquiry that the third-agency problem had 
arisen, 

August 18, 1959—Under Secretary Dillon directed a letter to the 
chairman confirming that the third-agency rule would be applied 
to documents before any subcommittee review could take place. This 
etter was in response to the chairman’s letter of August 17, sug- 
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gesting a simplified procedure under which preliminary subcommi, 
tee review would precede clearance, in order that only a minimal nyp,. 
ber of documents need be cleared. Mr. Dillon also advised that cg. 
tain requested documents on Spain and Yugoslavia had been clean 
for examination and added: 


For your information in the cases in which our review has been completed 
it has been determined that no documents need be withheld. 


August 19, 1959.—Subcommittee hearings revealed that, contray 


to Mr. Dillon’s letter of August 18, and contrary to assurances giyey | 
at the hearings by senior DLF officials, several pertinent documens | 


in the DLF files on Spain had not been made available to the gqyp. 
committee. The chairman brought this fact to Mr. Dillon’s attentig 
in a letter of August 20. In a reply dated August 25, Mr. Dilly 
ascribed the failure to produce these documents to— 

an honest misunderstanding among members of the DLF staff and not throng 
any intention on the part of any of them to fail to cooperate fully with th 
subcommittee or to withhold information. 

However, Maxwell Obst, DLF’s Spanish desk officer, who had beg 
responsible for not providing the complete file, frankly stated: 

I knew there were questions about which documents were proper to be giv 
to the committee and which might not be. I knew this was in issue, 

Mr. Monagan. May Lask what that referred to / 

Mr. Harpy. They referred to documents affecting certain loans jp 
Spain. The Spanish Railroad was one of them. 

Mr. Reddan. : 

August 19, 1959.—A letter from the chairman to Acting Managing 
Director Menapace requested that there be made available to the | 
subcommittee all files and papers of the DLF relating to loans or loan | 
applications in Spain, Yugoslavia, Greece, Turkey, Israel, ani | 
Jordan. 

September 19, 1959.—During examination of DLF files relating t 
Turkish loans, reference was discovered to a DLF file entitled “Pa 
American Investments, Inc.” No such file was contained in th 
allegedly complete package made available for examination. (h 
questioning, the DLF staff first advised that a thorough search hu 
been made for this file an it could not be located; subsequently, a 
further prodding, the DLF staff found the file. 

September 15, 1959—A letter from the chairman to Managing 
Director Brand extended the subcommittee’s inquiry to India av 
Korea. This letter was acknowledged by Deputy Managing Directer | 
Hart Perry on September 17, with an affirmation of DLF’s intentim 
to cooperate fully in assisting the subcommittee by supplying mat 
rials requested. 

October 13, 1959.—-A \etter from the chairman to Mr. Brand calle | 
attention to the fact that certain documents relating to India had | 
been withheld and, in fact, had not even been identified by DLF other | 
than stating that they were withheld at the direction of NAC. Thi} 
is the National Advisory Council. 

Subsequently, Assistant Secretary of the Treasury Upton permitted 
examination of these documents (three in number) in his office. 0b 
examinatiton, two proved to be of no interest to the subcommittee: 
a portion of the third was made available for study at subcommit 
tee request. 


( 
me 
Se] 
ant 

] 


I 
to t 


wh 
In 
pos 
bril 
] 
offi 
mit 
me 
tha 
dis 
ap] 
oth 
offi 
tio 
was 
1 


the 
Mi 

2 
the 
nev 
req) 
An 
mit 
The 
ine 
tion 
cop’ 

S 
Mr. 
Sec 
sug; 
posi 
prov 
on ¢ 
to | 
bett, 
orig 
shov 
tach 
doct 
(Sec 

We 
at th 
can 


cOMmit- 
nal num. 
that cer. 
1 Cleared 


completed, 


contrary 
CeS given | 
OCUMEents 
the sub. 
attention 


r. Dillon 


ot throngh 
y with the 


had been 


ted: 


to be given 
e, 


1 loans in 


Managing 
le to the 
ns or loan | 
rael, and 


‘elating to 
led “Pan- 
ed in the 
tion. On 
earch hil 
uently, 


Managing 
India ani 
@ Director | 
s intention 
ying mate 


‘and calle 
India had 
DLF other 
AC, That} 


 permittel 
office. 

committer: 
subcommlt 


DEVELOPMENT LOAN FUND 329 


October 14, 1959—DLF General Counsel John Loomis directed a 

emorandum to the DLF staff, referring to the chairman’s letter of 
September 15 requesting availability of all files and papers on India 
and Korea. : 

Mr, Loomis’ memorandum stated: 


It is my understanding that all such files and papers have now been brought 
to the attention of Mrs. Betty Paulisch— 


who is a staff member of DLF. 

: at any staff members should still have any such files in their 
in tbecn which have Sot bers referred to Mrs. Paulisch, however, he should 
pring them to her attention immediately. 

November 1959.—Despite continued assurances from senior DLF 
officials that all material on India had been supplied to the subecom- 
mittee for examination, except for certain specifically listed docu- 
ments which had been sent to third agencies for clearance, it developed 
that a substantial number of significant documents had _not been 
disclosed. The fact of nondisclosure was discovered only because it 
appeared from study of such documents as had been obtained that 
other significant and related documents were missing. A visit to the 
offices of concerned DLF officials confirmed this. This led to an addi- 
tional file search by DLF, at subcommittee urging, and the net result 
was discovery of the following files: 

1. Some 37 file folders and groups of papers, 27 of which were from 
the ofice of Mr. Chutter, India loan officer, or his assistant, Mr. 
Mirski, both of whom were fully aware of subcommittee interest. 

9, From these folders, 165 documents were of sufficient interest for 
the subcommittee to request copies. A good 50 percent of these had 
never previously been seen by the subcommittee, despite its repeated 
requests and DLF’s repeated assurances that the record was complete. 
Another 30 percent of the total were dated later than the subcom- 
mittee’s prior examination, so could not have been seen at the time. 
The remaining 20 percent were duplicated documents previously exam- 
ined, but were of particular significance in light of marginal nota- 
tions, buckslips, ete., which had not appeared on the earlier disclosed 
copies. 

Special note—Particular mention should be made of a letter to 
Mr. McIntosh (then Managing Director of DLF) from Assistant 
Secretary of Commerce Kerns, dated October 28, 1958. This letter 
suggested the possibility of putting U.S. steel suppliers in a better 
position to compete with offshore suppliers, by providing that foreign 
procuring entities, using DLF financing, frame their bid specifications 
on a performance basis. This would permit due weight to be given 
to U.S. design and technological superiority which could produce 
better dollar savings by reducing the amount of steel required. The 
original of the letter carries a control ticket dated October 29, 1958, 
showing it was referred to Mr. Chutter. A yellow buckslip is at- 
tached dated May 21, 1959, some 7 months later. transmitting the 
document from Mr. Delaplaine (Engineering Division) to Mr. Toner 
(Secretary-Treasurer) ; the buckslip states: 

We goofed on this. I think it would be better if we didn’t even write a reply 


at this time. What do you think? Furthermore, there isn’t a thing that we 
can do about this. 
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The original also bears a notation that copies were sent to Mesg. 
Perry, Hutchinson, Hassman, and Cabot. On inquiry, DLF advised 
that the original had been found loose between two file folders jy 
Mr. Chutter’s files. A verifax copy was subsequently found in DLP, 
central files, and it would appear that it was removed, for reason 
unknown, from the folder in which it then reposed before that foldg 
was supplied for subcommittee examination. 

November 27, 1959.—On this date, subcommittee inquiry brought 
to light 14 more file folders. Six of these comprise the chronologicg| 
files of Messrs. Chutter and Leibowitz (Arnold H., Office of the Gep. 
eral Counsel, DLF), four were from the engineering department, | 
and four from Mr. Miner. It should be mentioned that Mr. Leily. 
witz’ chronological file was not furnished in full until it was broug 
to DLF’s attention that the file folder initially furnished contained : 
no documents dated later than June 30, 1959; when this was pointe 
out, a second file folder was furnished containing material of a late 
date. 

Mr. Harpy. Now, that chronology indicates the experience we hay 
had. I don’t want to leave the impression that any responsible off. | 
cials were deliberately withholding information from us, but I think | 
the conclusion is inescapable that if, at any of several points in time, 
the subcommittee had accepted at face value DLF assurance that, 
complete file on the Indian loans had been provided, the subcom. 
mittee would have failed to obtain access to a substantial number of 
documents significant in evaluating DLF’s performance. It was only 
through repeated and persistent inquiry by the subcommittee that the 
file was brought to its present degree of completeness. 

If we accept the DLF assertion that these files were collected for 
us on a priority basis, then I cannot help wondering just how the 
officials of the agency can keep on top of the program. It seems very 
clear that the files were widely scattered throughout the agency, and 
that pulling together all the essential information on any particular 
loan, or country, or subject, is no simple task. In this case, it took? 
months. 

I can’t even be sure now we have everything. I certainly dont 
want to imply that any officials in the agency have deliberately with- 
held anything, but I get to the point of having to believe a lot of you 
people don’t know whether they have everything together or not. 

Now this subject cannot be left without one further comment. 
This entire problem arises from what seems to me to be a rather 
adamant and bureaucratic position which the executive branch ha | 
taken on this matter of document examination. I say executire 
branch because I don’t want to confine it to your agency. The sub 


(en 


committee initially proposed that it send staff member attorneys to | 


examine DLF files, wherever in the agency they might be located; 
after such examination, the subcommittee would formally request 
copies of such documents as it considered necessary for its study, an 
at that time any formal clearances that might be required, thint- 
agency or otherwise, could have been performed. Had this procedur 


been followed, then any oversight of existing documents would k | 


solely the responsibility of the subcommittee or its staff. a 
_The executive branch, however, took the position that each ind: 
vidual file folder must, prior to even the most preliminary exami 
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tion by the subcommittee, be subjected to a multitude of screening and 
clearing procedures. Under these circumstances, the subcommittee 
nas had to rely upon representations by DLF officials that particular 
files supplied to the subcommittee were the complete DLF files on 
the particular subject under consideration. As all of the foregoing 
woes to establish, these representations were contrary to fact. 

[ had hoped that prior to this hearing we would have had an oppor- 
tunity to discuss with Secretary Dillon, among other things, the gen- 
eral content of the documents which he is withholding, because I have 
reason to believe that they have a considerable bearing on the U.S. aid 
position with respect to India and related DLF loan policies and ac- 
tivities. Unfortunately, the Secretary has been out of the city, and I 
understand that he will not be available until sometime after the 15th 
of February. 

[ am particularly glad that Mr. Brand could be with us for the 
opening of this session. 

Mr. Brand, I am grateful to you for changing your previous plans 
in order to be here because I do think that this is an important matter. 
[hadn’t wanted to impose on you because you have tried to be so help- 
ful and cooperative with the committee, but I am delighted that you 
are here ad we shall want to call on you throughout this hearing, if 
we may, for discussions of the broader aspects of the program. As I 
understood from our earlier, limited, conversation, some of your sub- 
ordinates in your various areas of operation will respond to detailed 
administrative and operational questions, but I am particularly de- 
lighted that you could be here and I would like to give you an oppor- 
tunity to make any comments you would care to make about the 
chronology that we have discussed, before we get to the substantive 
matters. I would also like to ask that you introduce to us the mem- 
bers of your staff who are here and who will be in a position to respond 
toa specific inquiry. 

Thank you for being with us. 


STATEMENT OF VANCE BRAND, MANAGING DIRECTOR, DEVELOP- 
MENT LOAN FUND; ACCOMPANIED BY HART PERRY, DEPUTY 
MANAGING DIRECTOR FOR OPERATIONS; EDWIN D. KIRBY, 
DEPUTY MANAGING DIRECTOR FOR PRIVATE ENTERPRISE; 
EDMOND C. HUTCHINSON, ASSISTANT DEPUTY MANAGING DI- 
RECTOR FOR OPERATIONS; JOSEPH S. TONER, SECRETARY- 
TREASURER; JOHN E. LOOMIS, GENERAL COUNSEL; RALPH W. 
GOLBY, DEPUTY GENERAL COUNSEL; SAMUEL HASSMAN, SPECIAL 
ASSISTANT TO THE MANAGING DIRECTOR; AND JOHN A. 
ULINSKI, JR., LOAN OFFICER FOR INDIA; REGINALD F. CHUTTER, 
DEPUTY CHIEF, LOAN OPERATIONS; JERRY ZAPADKO MIRSKI, 
ASSISTANT TO REGINALD F. CHUTTER; AND TIMOTHY B. 
ATKESON, ASSISTANT GENERAL COUNSEL 


Mr. Brann. Mr. Chairman, I am very happy to accept the invitation 
that you have extended to me to appear before the committee and, on 
behalf of my associates, I want to say that we are all very, very glad 
to come before this committee and submit any information which you 
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feel will be helpful in the investigation that you are undergoing With | 
the one exception, as the chairman has noted, the exception of clasgifie 
documents over which I, as Managing Director of the Developmen 
Loan Fund, feel I have no control because of classifications, and under 
Executive orders are not in my power or jurisdiction to declassify a 
they have been classified by other agencies. 

Mr. Harpy. I have tried to make it clear, Mr. Brand, that yy 
understand that particular problem. . 

Mr. Branp. This relationship to the other matters which you hay 
brought up and are discussed in Mr. Reddan’s paper, I have no fgg}. 
ing other than a feeling of impatience, the same as expressed by the 
chairman. But I do say this, that when I came to the Developmen 
Loan Fund on September 2, we were just undergoing the pains of 
transfer from a decentralized filing system. 


Many other things have happened in that time and, as an example | 
it was taking me some 4 days to get my own mail and a messenger | 


had to go some four or five blocks to another office to ICA. becany 
of the nature of the growth of DLF, for sometime a part of ICA, ani 
then as a separate corporation, but to depend upon facilities of other 
U.S. agencies rather than establish its own. When you have such ap 


organization, you have a certain amount of necessary confusion and | 


cannot result in any other way because no commanding head directed 
all of its activities in those days. 


different type of management within the DLF, so we do have contr | 
of our activities and, I assure you, Mr. Chairman, this has relation. | 
ship to the files as well as other matters. 
As you know, you have given me permission, Mr. Chairman, to | 
excuse myself for an appointment which is an important one and 
which neither vou nor I knew of until just this morning. I will m 


: 
We are moving toward and are accomplishing our purpose witha | 


turn to the witness chair early this afternoon when you convene, if | 


it is convenient with the chairman. 

Before I do leave, I want to introduce the members of the Develop. 
ment Loan Fund staff and, again, with the permission of the chair. 
man, to excuse myself for a very short while. In the event that this 
doesn’t take as long as I anticipate, I will return before lunchtime; bit 
otherwise. if I might be the first witness this afternoon, it would k 
verv helpful. 

Mr. Harpy. We will certainly adjust our schedule, Mr. Brand. | 
Frankly. I feel badly about upsetting so many of your people and» 
we certainly want to impose a minimum of inconvenience. 

Mr. Brann. I would thank you very much, Mr. Chairman. I woull 
like very much to extend further my remarks on the important dis 
cussion that you have laid before me this morning in connection with 
the access to the files when T get back, because I want to comment o 
several of the sections of Mr. Reddan’s statement. 

At this time, I might explain that Mr. Menapace has gone to the 
onening ceremonies of the Inter-American Development. Bank 0 | 
El Salvador and only because of that reason he is not in attendance 

Mr. Hart Perry, who is on my left, is the senior Deputy Managing | 
Director, in the absence of Mr. Menapace. Mr. Perry will take onm 
activity in the witness chair during my absence. 

Mr. Edwin D. Kirby is back of me. He is our new Deputy Manag | 
ing Director for Private Enterprise. 
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Will you gentlemen stand as I introduce you? gist rates 

Mr. Edmond C. Hutchinson, whom the committee knows I am very 
sure, is Assistant Deputy M anaging Director eet 

Mr. Joseph 5. Toner, Secretary- 1 reasurel of t de Bund, 

Mr. John E. Loomis, at the table, is General ( ounsel of the Fund. 

Mr. Ralph W. Golby, Deputy General ¢ ounsel forthe Fund.  _ 

Mr. =, sere special assistant to the Deputy Managing 

‘rec - Operations. 
eT A. Ulinski, Jr., is our new loan officer for India, having 
taken over this Pr about January 1 and accompanied me on the trip 

+6 among others. 
Oa chatter © returning to his assignment at the Internat ional Co- 
operation Administration. He is still at the Development Loan Fund 
and will be available if you need him for any purpose, but in a matter 
of a very few days he will return to the International Cooperation 
Administration, having been assigned to us some year or year and a 
go. 
Mee Timothy B. Atkeson is from the General Counsel’s office. 

[believe I have introduced everybody. 

If it is convenient with the chairman, may I now be excused ? 

Mr. Harpy. You certainly may, Mr. Brand. Thank you very much 
for presenting your staff people and for being with us for the begin- 
ning and we will try to accommodate our schedule to whatever time it. 
suits you to be back with us. 

Mr. Brann. You are more than kind and I realize the tremendous 
pressures upon you gentlemen, and I assure you this is the only time 
that I will be absent from the hearings. 

Mr. Harpy. Thank you so much. Mr. Perry, we are glad to have 
you with us. As a matter of fact, I believe when we initiated our in- 
quiry into matters of DLF operations, we had to depend pretty much 
on your help and guidance at that time, so we are glad to have you 
with us this morning. 

Now, I take it that since Mr. Brand is going to make the overall 
statement including the policy discussion when he returns, that we 
would proceed directly with the more detailed aspects of the hearing. 

Mr. Reppan. That is right. 

Mr. Perry. Fine, any way you wish to proceed. 

Mr. Harpy. We will proceed, unless you have some comments you 
would like to make about the matters that have already been discussed. 

Mr. Perry. No; I checked with Mr. Brand, and I think he will wish 
tocomment on them further this afternoon and I think perhaps we 
would like to ask your permission to file a written response. 

Mr. Harpy. We will be glad to have any kind of response you care 
tomake and certainly we will be happy to have any explanation that 
you can give, but particularly if you can give us a cure, that is the 
thing we are most interested in. 

Mr. Perry. We are all working together on that. Just one general 
observation. I appreciate that we did not present all the files and I 
do weleome the statement that. you made that you did not. feel there 
was a deliberate intent to withhold any information. We were at- 
tempting to cooperate in every way we could. 

Mr. Brand pointed out that we had a decentralized filing system 
Which, just before the committee got started, we were attempting to 
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convert to a centralized filing system. We think we now haye a | ¥ 
excellent. one—— com 
Mr. Harpy. I would like to reiterate my comment about that, M 
Perry, because frankly I don’t have any idea that the top officers iy M 
DLF had any notion that the files had not been made available to ys M 
when the statements were made. The fact of the matter is it began for 
with Mr. Dillon and I certainly think that Mr. Dillon Was expressing have 
what he thought was the truth when he said there hadn’t been any: M 
thing withheld. (J 
Mr. Perry. I think he said there was no need to withhold uM 
information. yeal 
Mr. Harpy. I don’t know whether we want to get technical an x 
say he didn’t say he had anything withheld—— M 
Mr. Perry (interposing). He certainly understood we had supplied M 
all information. M 
Mr. Harpy (continuing). Although I confess his reply to my com. | ™"* 
ment about that was rather vague and he is getting to be pretty gooy | “NU 
at expressing himself in a manner that I am not sure I fully under. | . M 
stand, but anyway, the thing that I did want to be sure we do yp. ined 
derstand is that I have not attributed to the officials that mad} om 
representations that the files were complete, anything but a lack of | @™ 
knowledge. I think that is probably bad enough because you dont — 
know what your subordinates are doing, but I have been a little dis. bc 
turbed by one or two aspects of this chronology which Mr. Reddan BI 
read, not with respect to your higher officials, but with respect to some I 
of your people who, it would seem to me, were bound to be aware of bill 
the committee’s interest and were bound to be aware of the fact that a 
they had in their custody files which had not been turned over to ws, i 
in spite of Mr. Loomis’ memorandum. > 
I am thinking particularly about the files found in the offices of "er 
Mr. Chutter and Mr. Leibowitz, I believe, and cert: ainly they were M 
people who had intimate responsibilities in connection with thes | 4 
loans, and certainly they knew that we had not had access to the par. 7 
ticular files in their office. And if they let their superiors be put in “T 
a position of having made false statements unintentionally, frankly, if th 
I have a little bit of concern about the competence of that kind of by tl 
person to be employed in an agency of the Federal Government. | “M 
I hadn’t intended to get off on that track, but they were the peopl}. 
that let you folks carry the burden of making erroneous statements M 
unintentionally, at least that is the way it apepars to me. M 
Well now, was there anything else you wanted to say on that par | M 
ticular score? billi 
Mr. Perry. No, sir. that 
Mr. Harpy. Go ahead, Mr. Reddan. . M 
Mr. Reppan. Mr. Perry, as you know the committee is going to plea: 
direct its attention during this series of hearings to the DLF program M 
in India. Perhaps it would be better to treat the subject on a fiscal M 
year basis considering the allocations made by DLF on a year’s basi | ee 
and subdividing that into projects and programs under the gener | u 
allocation. Do you see any objection to proceeding that way! | oa 
Mr. Perry. No, any way you prefer to proceed is all right. and 
Mr. Reppan. Now, the first allocation which cov ered fiscal yet | ave 
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Mr. Perry. Mr. Chairman, Mr. Bray had asked Mr. Chutter to 
ar, REDDAN. Mr. Chutter is not here. 

Mr. Bray. I just noticed he wasn’there. ) , 

Mr. Perry. Mr. Brand explained he finished his assignment and 
for that reason had not invited him up. If you wish him, we will 

im come. 
ee taser, I think we better get him. 

(Discussion off the record. ) ' Zw 

Mr. Reppan. Now, as I understand, the first allocation was in fiscal 
year 1958; is that correct ¢ 
” Mr. Perry. That is right. ; on 

Mr. Reppan. That was in the amount of $75 million ? 

Mr. Perry. Yes, sir. } 

Mr. Reppan. Mr. Perry, could you tell the committee how that figure 
was arrived at, the negotiations which preceded it and how you finally 
came up to that $75 million figure ? 

Mr. —, Shortly after the Development Loan Fund was author- 
ized by Congress, the Government of India submitted to the US. Gov- 
ernment, through the USOM in India, a total list of projects which 
came roughly to $1.4 billion, which they submitted for our considera- 
tion in connection with possible loans. The DLF staff at that time 
went over the list of the projects, discussed them within the U.S. Gov- 
ernment—the Department of State, the Export-Import Bank, and the 
IBRD, and out of the list—actually, as I recall, they submitted a 
somewhat smaller more refined list that came to around a quarter of a 
billion dollars—we selected a group of possible loans which came to 
approximately $83 million. . 

Mr. Reppan. Excuse me, Mr. Perry, that first list was submitted 
to you in September 1957 by the Indian Government, wasn’t it? 

Mr. Perry. I am sure it was. 

Mr. Reppan. I just want to make sure we get the record straight 
on it, I think it was a group of 25 projects with a total loan require- 
ment of about $350 million. 

I will show you an airgram dated September 20, 1957, and ask you 
ifthat was the starting point with respect to the submission of projects 
by the Indian Government ? 

Mr. Perry. Yes, sir; this is one document and, in addition, there 
was a larger document which had projects of about $1.4 billion. 

Mr. Reppan. $1.4 billion. 

Mr. Perry. These were taken from that larger book, as I recall. 

Mr. Reppan. Let’s see, I wanted to get this straight, that the $1.4 
billion—I believe you will find that is document No. 5 there—I believe 
that was submitted in December ? 

Mr. Harpy. If you need any help from any of your folks, Mr. Perry, 
Please feel free to call on them. 

Mr. Reppan. Look at No. 5, Mr. Perry. 

Mr. Perry. I had in mind a different book that had a somewhat 
larger list of projects. 

_ Mr. Reppan. Perhaps we could speed it up this way. I have exam- 
ined the documents that have been made available to us by your agency 
and I have tried to prepare a sort of chronological approach to the 
development of this. Perhaps if I give you my interpretation, you 
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can tell me whether I am correct and whether these documents Sup. 
port what I think they do. 

Mr. Perry. I don’t think it is really a problem. I think the, 
were two basic documents against which we worked. One was q}j 
book with a larger list of projects, and the other a smaller list g 
projects. 

Mr. Reppan. In reading these documents, it appears to me that jy 
September of 1957, the Government of India submitted to USOM iy 
New Delhi a group of 25 projects having a total loan requirement of 
more than $350 million. You have seen that one there? 

Mr. Perry. That is correct. 

Mr. Reppan. I am correct on that. And these projects are listal 
in the order of their priority by the Indian Government. 

Mr. Harpy. Now let’s get that straight, they are listed in the ong 
of priority ; whose priority, the Indian Government’s priority, USO 
priority, Embassy priority? Just who fixed the priority, or doy 
know ? 

Mr. Perry. My understanding is that it was the Government of 
India’s priority, but I couldn’t say so absolutely unless I see som 
thing in writing here which says that it is. 

Yes, sir, this list was prepared in order of importance of projects» 
I would assume it would be their priority. 

Mr. Reppan. It also appears that in September 1958 DLF selectej 
for technical review what it described as seven major projects taken 
from this Indian list that you have just described. 

Mr. Perry. December of 1957, I believe. 

Mr. Reppan. December of 1957, I am sorry, yes, sir, and that thes 
seven projects had a loan requirement of about $84.5 million. 

I show you this document and ask you if my interpretation of that 
document is correct ? 

Mr. Perry. That is correct. 

Mr. Reppan. Now, if you will just keep that a moment, these pry: 


ects which DLF selected from the group of the Indian projects di | 


not necessarily conform to the Indian priority requirements, did they! 
Mr. Perry. No, sir, they don’t follow exactly the priority listing, 
Mr. Reppan. The list 1 have shows that you selected, for instang 

the Industrial Finance Corporation, which was No. 7 on the Indian} 


priority list, power distribution, extension schemes, was No. 9 on tht | 


priority list; development of communication coaxial cables, Bombay, 
was 10 on the priority list; electrification of a railway line, 11 pr: 
ority; thermal scheme, 13 on priority; Chambal project, 16 on pr | 
ority; and Rihand project, 17 on priority list. 

Mr. Perry. That is correct. 

Mr. Reppan. Could you tell the committee the basis on which thes 
projects were selected and why DLF did not follow the priority # 
signed by the Government of India? 

Mr. Perry. Well, for one thing, we felt that there was such a sib 
stantial need and requirement in the India development program thi 
any kind of priority list is therefore necessarily a rather long lit| 
It was our understanding that these projects had all been evaluatel 
by the Indian Government and it was important at that time tol 
nance the programs and projects that were still within the Indim 
development program, as it was being implemented. In the late 
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of their second 5-year plan it became necessary for them to 
curtail and to cut back on some of the plans that they had intended 
tocarry out earlier. aoe 

We were concerned with getting programs that were clearly within 
their remaining needs and requirements. We didn’t feel necessarily 
hound to follow their exact priorities because, as you know, at that 
time, they still had reserves of dollars and sterling that were being 
drawn down. In addition, they do have various substantial foreign 
exchange earnings, so within a development program, there is con- 
erable give as to what we could finance and what they could finance. 

Now in addition, we were looking at, for example, the Industrial 
Finance Corporation. We thought that this one might be a good proj- 
ect because it appeared to be aimed at the private sector. The coaxial 
telephone cable and the railway electrification projects were put in, 
in part because of the extensive work that the IBRD was doing with 
the railway transportation system, and we knew that this was of great 
importance to the IBRD. We were attempting insofar as possible 
to meet their high priority needs, and yet to have projects which we 
could, if possible, finance in its entirety. 

Mr. Harpy. At the moment, Mr. Perry, I don’t want to inject my 
judgment into the matter at all, but I am interested in trying to find 
out the basis on which these specific projects were selected and who 
made the selection. 

Mr. Perry. I am glad you asked that question. At that time, the 
DLF staff consisted of just a handful of people. I was more or less 
runing the office for Mr. McIntosh, who was the first Managing Di- 
rector, before he was able to come here, and our Loan Committee—this 
was before we were established as a separate corporation and we were 
part of ICA, and the policy board at that time was a loan committee 
of only three men. It was decided the way the DLF should get 
darted was to have staff made available to it from the other agencies 
that were represented on the Loan Committee. So for that purpose, 
Mr. George Springsteen was made available to work specifically on 
the India program because he had been working on Indian problems 


, inthe Department of State before. Mr. Lynch of the Export-Import 


Bank was made available to us on a loan basis and several other people 
weremade available on that same basis. 

Mr. Springsteen worked with other people in ICA, and they more 
or less agreed upon this list of projects as a joint product. Now we 


| admitted at that time we did not have too much information about any 


ofthem, nor did we have, as it turned out later, the latest information 
as to what the priority requirements were on the part of the Indian 


| Government. So after we had developed this project list and had 





consulted with the World Bank—as I said we previously made the 
election in consultation with ICA and State—the list as I recall 
was presented to our Loan Committee for their examination. But, 
concurrently, there had been going on discussion within the execu- 
tive branch directed much more toward the overall amount of assist- 
mee that was being extended to India at this critical time and the 


completion of its second 5-year plan. At one time there had been 


‘discussion of seeking possible special legislation; a whole variety 
of things were canvassed, about the same time we were working on 
our project list of in excess of $75 million. 
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It was decided that perhaps the best way to approach it imme. 
diately would be to have a combined operation between the Export. 
Import Bank and the DLF. These negotiations were carried on, no 
by us, but in the Department of State, and it was agreed then thy | 
there should be a combined effort in the magnitude of $225 million, 
of which it was agreed that $150 million would be from them apj | 
$75 million would be from us. 

Mr. Harpy. So the amount was fixed before the projects which 
would go into that amount were decided upon ¢ 

Mr. Perry. That is correct. We had begun our initial examina, | 
tion of projects and they had made a submission to us. But the totg| | 
amount that was agreed to be made to the Indian Government, wy | 
decided within the executive branch. 

Mr. Harpy. I would like to come back to this a little bit later. By 
now I would like to return to the manner in which the decision wa 
made in that initial $84.5 million, I believe it was, listing taken fron | 
the priority list which had been sent in. | 

Now, I got the impression from your discussion that actually th 
major considerations which went into that were put on it by a Mr 
Springsteen. , 

Mr. Perry. Yes, sir. 

Mr. Harpy. He was an expert in that area whom you had borrowed 
from somebody ? 

Mr. Perry. He was at the Department of State. I don’t know} 
whether he was on loan to us or not, but he was the one who worked 
this up. 

Mr. Harpy. But the actual staff work that went into evaluating 
these projects and determining them was done by Mr. Springsteen, 
and then his recommendations were submitted to the Loan Committe 
and considered by the Loan Committee ? 

Mr. Perry. I don’t think they were accepted by the Loan Committe 
at this time and it was decided to invite representatives of the Indian | 
Government to come over and negotiate on the combined loans, % 
these were merely submitted for information. | 

Mr. Harpy. So the Loan Committee or the Board—you didn’t have 
a Board at that time? 

Mr. Perry. That is correct. 

Mr. Harpy. The Loan Committee then actually took no formal ae- 
tion with respect to the $84 million program ¢ 

Mr. Perry. That is my recollection. I have not personally searched | 
the minutes. I would have to do that to give you a categorical reply, | 
but my recollection is that we submitted this to the Board and about | 
that same time, it was decided 

Mr. Reppan. You mean to Loan Committee ? 

Mr. Perry. Loan Committee and they did not formally accept these 
and say go ahead and try to work out loans on these, but rather they 
suggested the joint arrangement with the Export-Import Bank. 

Mr. Reppan. At the time these projects were decided on, this was | 
the best judgment of DLF as to the projects which should be financed | 
by DLF in India? 

Mr. Perry. That is correct. We thought, as I say, we were operat 
ing on not too great information and we asked for advice from the 
field, but I hesitate to say I thought these were the best. We 
thought these were a good selection. 
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Mr. Harpy. Let me pursue that just a little bit. NA. 
What was the purpose of this $84 million listing? Was it a pre- 
iminary Workup and evaluation of the big list which you just de- 
cided to discard after you had worked it up, or did it have any par- 
urpose 

a cer, As I say, there were these two things that were more 
or Jess going on concurrently; one was the discussion as to what 
should be done in total by the U.S. Government with respect to India 
during that year, but in the meanwhile, we were examining the project 
listings as we had them to see what kind of projects there were and 
whattorecommend tothe Board. . 

Now, the figure of roughly $75 million had been the figure that 
was generally discussed. . You will see that the total did come to some- 
what more than $75 million when we worked it up. However, before 
we were able to complete this process through our Loan Committee, it 
was decided that a preferable way of handling the initial negotia- 
tion would be by asking the Indian Government to send a group of 
people here to negotiate with both the DLF and the Export-Import 
Bank. aS 

Mr. Harpy. That $75 million figure, that just happened to be 25 

reent of the amount that was then available, I believe. 

Mr. Perry. Yes, sir. 

Mr. Harpy. Had there been any discussion of allocating a 25- 

percent amount to India? Was that the basis on which it was arrived 
t! 
Mr. Perry. Well I don’t, sir, recall any specific discussion at our 
Loan Committee on this but I think that it was generally felt that 
roughly in the neighborhood of at least 25 percent of DLF resources 
would go to India. 

Mr. Harpy. Are you aware of any discussion on the percentage fig- 
ue by anybody representing the U.S. Government and the Indian 
(Government ¢ 

Mr. Perry. It is difficult when one searches back his memory over 2 
or 8 years. I know that Mr. Dillon several times in his various dis- 
cussions has used the 25-percent figure as sort of a target figure in 
describing the magnitudes. 

Mr. Harpy. I think you have answered my next question. 

Then the 25-percent figure actually originated with Mr. Dillon? 

Mr. Perry. I can’t say whether it originated with him or whether 
it arose out of discussions with Mr. Smith and Mr. Waugh, who were 
members of the Loan Committee at that time. 

At least as far as the staff was concerned, we started out initially 
todevelop a series of projects that would come up to the neighborhood 
of $75 million. I don’t think anyone ever told us it had to be exactly 
15 or could not be any more or any less. I think this was sort of a 
general magnitude figure. 

_ Mr. Harpy. Mr. Reddan, have we had access to minutes of the meet- 
ings of the loan committee ? 

Mr. Reppan. Yes, sir. 

Mr. Harpy. Is there any reference, Mr. Perry, that you know of, to 
aparticular discussion on this point in any of the minutes of the meet- 
ings of the Loan Committee ? 

Have you been over the record? Is there any reference? 
Mr. Reppan. Not to a percentage figure. 
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Mr. Harpy. In this list of projects that added up to $84.5 million. | 
understand that the listing was accomplished entirely within DLP 
What I am trying to understand is whether at that stage there wag an, 
consultation with officials of the Government of India or with ty 
USOM people who had particpated, if they did, in the preparation of 
the original list ? 

Mr. Perry. When you say entirely within the DLF, that was no 
quite accurate. 

Mr. Harpy. You indicated Mr. Springsteen was actually with the 
State Department. 

Mr. Perry. He consulted with other colleagues in State and he als 
consulted with the Washington ICA office and I believe you haye iy 
your file there comments that were received from the USOM, [J/g 
Operations Mission in New Delhi on these projects and they did pass 
along their comments, too. I do not recall whether at this stage yw 
discussed them with Mr, Nair, who was our point of contact in the 
Indian Embassy. I presume we probably did. but I don’t have any 
specific recollection. 

Mr. Harpy. The original listing was worked up in the field, was i 
not ? 

Mr. Perry. It was a Government of India document. which was 
transmitted to us by the USOM. It was a Government of India lig. 
ing, not an ICA listing. In other words, ICA did not work up this 
list. It was worked up by the Government of India. 

Mr. Harpy. Unilaterally, or with the cooperation and assistance 
of USOM? 

Mr. Perry. That I can’t say. 

Mr. Harpy. Well I had thought that in this kind of an operation, 
USOM applied its knowledge of the local situation to informatio 
furnished by those countries in the development of such recommenda. 


tions. You don’t know whether that was the case in this particular | 


instance ? 

Mr. Perry. The normal way of operating would be for the Goven- 
ment itself to establish its priorities—to indicate which projects to 
ask for loans from us and if there are more than one, presumably they 
would have their own listing of priorities. 

Now, there are certain countries where there is a very close relation- 
ship between the ICA field missions and the governments and it may 
be that the ICA’s field missions’ advice might be sought on the projeets 
or even on the priorities. 

Mr. Harpy. I have no direct knowledge of this particular situation, 
but I have observed, in time past, that there have been occasions whe 
ICA mission personnel suggested to those countries the projects whieh 
they should request, and I just. wondered whether or not some of that 
might have taken place in this instance ? 

Mr. Perry. I can’t say. 

Mr. Harpy. As a matter of fact, from a practical standpoint, tt 
might be a desirable thing to do at times. I think I would ke 
very much surprised, if, in this instance, the selection of the project 


was not participated in considerably by ICA personnel, and I would | 


think they would be extremely helpful. 
That is why I pursued this question because, if in fact there was: 
consultation between ICA personnel in the field and the Government 


of Ir 


woul 


some 
own | 

Mr 
Func 
rowe 

Mi 
of th 
requ 
not f 
& pre 

In 
did } 
subm 

M 

lace 
M 
it; as 
it ca 
and ’ 
with 

Th 

M 
gett! 

rior 
y Wi 
and | 
lendi 

Mr 
have 
undo 
arati 
abou 
ment 

No 
the j 
Wasl 
are n 
local 
about 

Mr 
missi 
have 

Mr 

Mr 
listin 
listed 
out o 
in th; 

Th 
whic] 


dolla 


illion, | 
1 DLE, 
vas any 
ith the 
ation of 


Was not 
vith the 


he also 
have in 
M, US. 
id pass 
tage we 
t in the 
ave any 


1, was it 


‘ich was 
dia. list- 
up this 


ssistance 


peration, 
yrmation 
nmenda- 
articular | 


Govern- 
0) ects to 
ubly they 


relation- 
id it may 
> projects 


situation, 
ons whel 
ets which 
1e of that 


Lpoint, it | 
would be 
e project 
1 I would | 


ere Was i | 
vernment | 





DEVELOPMENT LOAN FUND 341 


of India officials in preparation of this list, it would seem to me it 
would have a better basis for reliability as to what was desirable than 
someone here in Washington could accomplish by simply applying his 
own judgment as to what was needed. ; 

Mr. Perry. The basic operating premise of the Development Loan 
Fund is that the request for the loan should come to us from a bor- 
rower and not from a U.S. field mission office. 

Mr. Harpy. I appreciate that, Mr. Perry, but you are also aware 
of the fact that the basic premise of ICA has always been that the 
request for project assistance would come from the host country and 
not from the technicians working in ICA, and you and I know, from 
a practical standpoint, it frankly wouldn’t work out that way. | 

In one particular case, I am aware of the fact that the ICA mission 
did prepare priority lists in cooperation with the host country for 
submission to DLF. 

Mr. Perry. There have been several instances where this has taken 

lace. ; , tee 

Mr. Harpy. I am not suggesting there is anything improper about 
it;asa matter of fact, I’m a little surprised if DLF takes the position 
it can sit here in Washington and know more about what is desired 
and what is needed in the field than the key ICA personnel operating 
with the Government officials there all the time. 

That isn’t the attitude, is it ? 

Mr. Perry. No, sir. We consult regularly with the missions; we 
get their views on all the loans, and we particularly do on matters of 

riority and on general trends and directions. 

We solicit their advice and particularly those countries like India 
and Pakistan and some others, where we are undertaking extensive 
lending programs. 

Mr. Harpy. The question that bothers me right here, sir, is that we 
have high-priced, capable people over in India in the ICA mission who 
undoubtedly worked with the Government of India officials in prep- 
aration of this list, and you can be pretty sure, if I know anything 
about the way this thing runs, that they did assist in applying judg- 
ment in the field. 

Now, if this whole process is reversed, we are going to substitute 
the judgment of one or two people sitting behind a desk here in 
Washington for the judgment of the people who are on the scene and 
are more intimately familiar with the capability of the government 
locally, and I’m not speaking just of India. I get a little concerned 
about the manner in which the Loan Fund is operating. 

Mr. Perry. As I say, we regularly get the views not only of ICA 
missions but also of the economic advisers of our embassies, who also 
have views on the subjects. 

Mr. Harpy. That is why I was trying to get an understanding—— 

Mr. Perry. In this particular instance, when one is given a project 
listing of the magnitude of $400 million, and granted that it was 
listed in an order of importance, one should recognize in the carrying 
out of a large development. program, if we do not. do, say project. No. 2 
in that long list, it doesn’t mean that the project will not be done. 

The Government of India at that time had a dollar-sterling balance 
which was in the process of being brought down, and also had other 
dollar earnings. I think you should also appreciate really this was 
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our first operation, and the first country in which we were worki 
and we were feeling our way along. 

Mr. Harpy. I can appreciate that, but I would be concerned jj 
DLF undertook to apply the judgment of Mr. Springsteen, sitting 
over here in Washington—no matter how competent he may be—with, 
out taking into account the competence and the onsite evaluations of 
people who are participating, and who participated in the operation 

Mr. Perry. Well, other views were solicited. I think your file 
show an answer which did come back. 

Mr. Reppan. On that point, Mr. Perry, were the views solicited 
from the field with respect to the seven projects which would comprig 
an $84.5 million loan prior to the time that the staff recommended to 
the Loan Committee that there be a fund reservation of $84.5 million 
for these projects? 

Mr. Perry. I can’t remember. 

Mr. Reppan. I could find nothing in the figures that you had, and 
I am just wondering what your recollection is as to whether or not 
that was done. 

Mr. Perry. My recollection is that the items came in in December 
did they not? 

Mr. Reppan. Yes. On December 19 you recommended to the 
Loan Committee the establishment of funds of $84.5 million to cover 
the seven loans, but I can find nothing in the files to indicate that you 
furnished—— I 

Mr. Perry. May I see that [indicating] ? 

Mr. Reppan. You want that airgram with regard to the new list! 

Mr. Perry. No, the one that came in commenting on these projects, 

Mr. Reppan. That is what I’m coming to. I can find nothing in 
the files made available to the subcommittee which indicates that you 


ng, 


submitted this list of projects to the USOM for comment prior to | 


the time you recommended to the Loan Committee that it set aside the 
$84.5 million. [Handing.] Is this the document you want? This 
had been marked “secret.” We had that declassified yesterday. 

Mr. Perry. Yes, this is it. I see some went after the date— 

Mr. Reppan. Yes. Well, now, as I read the files, and see if this 
refreshes your recollection, after you made your selection of the seven 
projects, you then received an amended list of projects from the 
Government of India totaling a loan value of $1.4 billion, and out of 
that group you selected four additional projects for consideration. 

You dropped the first one that you had decided upon; that is 
Industrial Finance Corp., and by dropping that and adding 
4 new ones, you then had 10 projects under consideration, and, as | 
read the files, you then sent those 10 to USOM for comment. 

Mr. Perry. That would be after. 

Mr. Reppan. After you recommended to the Loan Committee they 
set aside a fund for the seven projects? 

> 


I think if you will look at our Document No. 7, you will find itis 


USOM’s comments on the 10 projects on which you subsequently | 


asked them to comment. 
Mr. Perry. It says: 
In addition to the information submitted under ref B, C, the valuation of 


nine projects for which additional information had been suggested in ref 
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I can assume this is dated the 23d of December, and under reference 
\ there must be a request for 
4 Mr. Reppan. Yes, for their comment on the 10, — 

Mr. Perry. That .was done prior to the time this memorandum was 
prepared. Is that correct ! 

Mr. Reppan. You use the vs : 

Mr. Harpy. He wants to know if that is correct. 

Mr. Perry. This is dated December 19; this was mailed from India, 
the 23d—24th, and 


*** for which additional information has been suggested in ref A * * * 








Now, if you get the date on this one? Do you have this one [indi- 
rating | ¢ 
sg No. You have that there. 

Mr. Perry. I might say, when we first started out, we were a part 
of ICA, and I got over there in October, some of the initial analyses 
had been done by the ICA desk officer before I arrived. They may 
have actually asked for information on the projects before I came on 
board. 

Mr. Harpy. That is what we are trying to develop. 

Mr. Reppan. But in any event, the staff paper which we were dis- 
cussing first is dated December 19, and the mission comments were 
received here in Washington when ? 

Mr. Perry. January 6. 

Mr. Reppan. So that the staff recommendation went up before the 
USOM comments ? 

Mr. Perry. Yes. 

Mr. Reppan. Do you recall whether or not the USOM approved 
those projects that you had selected—the 10 projects ? 

Mr. Perry. I think they, in general, supported all of them. 

Mr. Reppan. I believe that is correct. 

Mr. Perry. From my reading. 

Mr. Reppan. And from my reading, yes. Did you subsequently 
agree on the project to be financed on the $75 million program ? 

Mr. Perry. I beg your pardon ¢ 

Mr. Reppan. Did you subsequently agree, that is, did DLF agree 
on the projects which would be financed under the $75 million allo- 
cation ? 

Mr. Perry. Did we eventually agree? 

Mr. Reppan. Yes. 

Mr. Perry. Yes, we did. 

Mr. Reppan. When you finally agreed with any of those projects 
by the USOM 

Mr. Perry. The negotiation was carried out in Washington over a 
period of about a week or so, and it was a joint negotiation with the 
Export-Import Bank. I see that one of the projects was the transport 
development, which was in the list and on which we asked comments, 
they favored; for the others I would say no. 

Mr. Reppan. Did you ask for mission comment on any of the proj- 
ects that were finally approved other than this transport project ? 

Mr. Perry. As I say, this was handled as a joint negotiation to- 
gether with the Export-Import Bank, and during the process of the 
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negotiations we did not stop and say, “We'll send a cable out to the | 
field and ask their views.” 

We were consulting all the time with the ICA officials in Wasghino. 
ton, who backstopped the field, and I am sure we felt that thig wa 
consistent with what their views were. 

Before the agreements were signed, Mr. Lynch did go with a cop, 
bined Ex-Im-DLF team to India, and at that time he consulted With 
the field people. 

Mr. Harpy. Without suggesting that the field people would hay 
taken any exception to the specific projects, after it had reached thy 
stage, nobody in the field would have dared object, would they? | 

Mr. Perry. Well, that I don’t know. . | 

Mr. Harpy. If they did, what could or would be done about it? 

Mr. Perry. It would have been rather late in the game. 

Mr. Harpy. As a matter of fact, I believe they did object to som 
of them. 

Mr. Perry. In this group? 

Mr. Harpy. Yes. : 

Mr. Reppan. Didn’t they raise some other rather pointed questions 
as to the selection made by DLF? 

Mr. Perry. Well, I was not aware that in this first group that ther 
had been any objection raised. I think there was a comment in con. 
nection with one of the later loans, but I was not aware in this group | 
there was objection. | 

Mr. Reppan [handing]. I show you this document. It is classified 
“Secret.” This is dated in March 1958, from Ambassador Bunker, 
and ask you if that refreshes your recollection ‘ 

(The following unclassified paraphrases, made by the State De. 
partment, of the document in question and the Department's reph 
thereto :) 


PARAPHRASE OF COMMUNICATION FroM NEW DELHI TO DEPARTMENT OF Stump, | 
MarcH 1958 | 


Referring to a message from Washington, the country team said that for pur 
poses of discussion it would additionally like to know whether: 
(a) specific projects of the type mentioned in the reference telegram hai 
been selected from Eximbank financing ; 
(b) consideration in the selection of projects had been given to soutl 
Indian programs in order to strike a better balance with those in the north 
(c) use of Public Law 480 rupees to meet local currency requirements hi 
been considered in connection with those projects being provided with US 
dollars, thus more clearly identifying the United States with the full project 
(d@) consideration had been given to the use of funds for U.S. projects it 
West Bengal. 
The telegram under reference mentioned an Eximbank loan for $125 milli 
together with a DLF loan for $75 million. New Delhi wanted to know what w 
was being made of the balance of $225 million which had been publicly mentioue. | 


PARAPHRASE OF DEPARTMENT'S COMMUNICATION TO NEW DELHI, Marcu 1958 


In reply to an inquiry from New Delhi, the Department indicated that the | 
results of the discussion between representatives of the United States an 
India reflected an effort on the one hand to meet U.S. requirements and, on ee 
other, Indian needs. 

Proceeding from these criteria, the five categories for financing by the Exit 
bank contain items which— 
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(1) conform to GOI priority needs for capital Hh t. 7 

(2) which are obtainable at a competitive price in the United States ; and 

(3) which are the type of commodity regarded as suitable for Export- 
Import Bank financing. ‘ 

These five categories include items on order but on which no payments have 
been made. Also included are equipment for earth moving connected with irri- 
gation, jungle clearance and reclamation projects, generation and transmission of 
electricity, coal-mining equipment for both the public and private sectors, port 
equipment, textile machinery, road-carrier manufacture equipment, machine 
tools, the fabrication of heavy structurals and for the chemical industry. 

Categories financed by the DL are stated to constitute the four items of 
top priority submitted by the GOI. 

South Indian projects, the telegram states, have been given no special con- 
sideration. A bits-and-pieces approach is stated to be the best means of meet- 
ing the Indian desire for the highest priority use of available resources. Possible 
“monuments” had been given lowest priority by the Indians. , ' 

Public Law 480 resources had not been considered as a means of meeting the 
local currency requirements on the items financed by the United States. 

The discussion had been limited to the use of resources from the DLF and 
Ex-Im Bank and had not been concerned with impact projects otherwise financed. 

The idea of undertaking some impact projects had been abandoned reluctantly. 
These, the Indians stated, had been dropped from the “core.” 

The uses agreed to had reflected the needs, as stressed by the GOI, for hard- 
core items or those of a “balancing” or “maintenance” variety. 

With regard to proposed Eximbank financing, both sides recognized that the 
specific figures given in the five categories were merely illustrative. The Exim- 
bank had, within the framework of its terms of reference, been most accommo- 
dating to the Indian point of view. 

Additional information will be available from the mission dispatched by the 
Ex-Im Bank and DLF. 


Mr. Perry. I do not interpret this as meaning necessarily a dis- 
agreement with the project selection. 

Mr. Reppan. Did they suggest other projects, or ask you whether 
or not you considered other projects ? 

Mr. Perry. That is correct : yes, sir. 

Mr. Reppan. They refer there to the impact question, do they not? 

Mr, Perry. That is correct, yes. 

Mr. Reppan. Do vou know whether or not that was a question 
receiving considerable attention thereafter for a period of about 2 
years ¢ 

Mr. Perry. Well, it actually had received attention prior to the cable 
because we knew Ambassador Bunker’s views before then. 

Mr. Reppan. Were his views in accordance with the views of 
Washington ? 

Mr, Perry. I think, if you will look at some of the projects that 
were selected on the initial list here, they were ones which would be 
responsive to the question that he raised there. 

Mr. Reppan. Yes, but they were not financed, were they ? 

Mr. Perry. No, they were not. 

Mr. Harpy. I certainly am not passing an opinion on the projects 
that were selected. I am not attempting to judge whether they were 
the best projects or whether the basis on which they were selected was 
sound. The record, however, shows that DLF did not seek the views 
of the ICA and State Department representatives in the field as to 
what projects should be included in the loans. 

Mr. Perry. There had been many memorandums back and forth 


over a period of time. In many instances they were memorandums 
which dealt with the problem. 
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Mr. Harpy. We have tried to find them and this is all we could fing 
that would shed any light on this particular matter. 

Mr. Perry. What I am saying, sir, is that a lot of it was in the form 
of oral discussions, too, so that the people in the Department of State 
as well as ICA, knew what the views of the people in the field were. 
whether you could find a particular document or not. 

For one thing, they were anxious as this telegram shows to haye 
some impact projects, particularly in certain areas in southern India: 
this was one of the considerations that went into the initial mix tha} 
we in Washington suggested for India. 

Subsequently, we were not able to carry those out. Now, there was 
a debate as to whether it would be better to send a large group from 
the United States to New Delhi to negotiate the combined loans or 
whether the Indian Government should be invited to send their ex. 
perts back here, and the latter course was agreed to. I cannot for the 
life of me remember specifically why it was decided to have the ne- 
gotiations here rather than have them in New Delhi, but I think the 
two alternatives were discussed, and I think it was felt that perhaps 
it would be quicker and faster and more efficient to do it here. 

Mr. Harpy. When Washington: acts on the basis of the information 
from the field, that is the exercise of administrative judgment. It js 
a different story, however, when Washington acts without getting the 
comments of the field until after the decision is made. Is that what 
happened here? 

Mr. Perry. This was a very fast-moving situation in the sense that 
the Indians were in the process of curtailing and cutting back on 
their second 5-year plan, and it wasn’t altogether clear at any given 
time just what the implications of that situation were. 

Now, even at the time we negotiated the first loan certain assump- 

tions were made which didn’t prove out. In the second series of loans 
they found a need to cut back their development program even fur- 
ther than they had the first time they were here to negotiate the con- 
bined Ex-Im Bank deal. The negotiations were conducted over at the 
Export-Import Bank, and I sat in with Mr. Arey, who handled the 
negotiations for Ex-Im Bank. They were loaning twice as much 
money as we, and they took the more senior position in the negotia- 
tions, but the Indians were approaching it and we were approaching 
it as a combined package of $225 million. 

Mr. Harpy. Why didn’t Ex-Im Bank take it all? 

Mr. Perry. Apparently the Board of Directors felt that in apply- 
ing their standards, they could not go beyond $150 million. 

Mr. Harpy. Do you know whether or not that met their standard 
or do you know whether they had a waiver ? 

Mr. Perry. I presume it met their standards; they don’t haves 
waiver clause per se. 

Mr. Harpy. I don’t know. 

Mr. Perry. Well, you will have to ask them about that. 

Mr. Harpy. I thought, since you participated in some of the dis 
cussions, you might have some remembrance of it. 

Mr. Perry. There is no intimation that there was any kind of 8 
waiver. 

Mr. Harpy. In other words, they didn’t make that loan on the basis 
of political considerations, to the best of your knowledge? 
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Mr. Perry. I don’t know on what basis they made it. But there 
was no question that the politi ‘al importance for making loans to 
India was made known to the Export-Import Bank. 

What their particular considerations were in arriving at the de- 
cision, You would have to ask them. | 

Mr. Revpan. Both DLF and Ex-im Bank made it on allocation 
bases / ese 

Mr. Perry. That is correct. : 

Mr. Revpan. What projects were finally selected by DLF to make 
up this $75 million ¢ 

Mr. Perry. There were two loans, as I recall: One was for $40 mil- 
lion, for steel for the railroads, and the second one was a $35 million 
joan, $25 million which was for the import of components for trucks, 
buses, and jeeps—that would be fabricated into trucks and jeeps. The 
other 5 or rather the other 10 million, was split, $5 million for the 
import of machinery for the jute industry and $5 million for the 
import of machinery 1n the cement industry. 

It turned out later that they didn’t want or need the full amount 
for the cement industry, so $3 million was put aside for machinery 
for refractory brick. 

Mr. Reppan. In each of the cases, did DLF apply standard criteria ? 

Mr. Perry. This was our first series of loans, so our criteria—and 
it was an involved negotiation—and as we have had greater operational 
experience, we 

Mr. Reppan. How about the economical and technical feasibility 
criteria—that was in existence at that time? 

Mr. Perry. That’s correct. 

Mr. Reppan. Did you apply that to each one of the projects before 
the determination was made to approve it 

Mr. Perry. Before the agreements were signed, and before the 
Board of Directors actually approved the list, it was felt that these 
were technically and economically feasible. 

Mr. Reppan. You say “it was felt.” Was this just a hunch or did 
you have some data which you considered, some engineering surveys, 
or did you make an evaluation yourself? That is, when I say “your- 
self,” I am talking about DLF. 

Mr. Perry. There was an evaluation made by our staff; yes, sir. 

Mr. Reppan. Let us take the railroad project, for instance. What 
did your staff do to enable it to make its decision that this project was 
economically and technically feasible ? 

Mr. Perry. After the letter of advice—the one of the 10th which 
was issued to the Government of India—there was a combined field 
mission of DLF-Ex-Im Bank, which was headed up by Mr. Arey. 

Mr. Reppan. Who? 

Mr. Perry. Mr. Arey, Export-Import Bank; but on it was Mr. Ed 
Lynch, who was representing the DLF. 

Mr, Reppan. What position did Mr. Lynch have with DLF? 

Mr. Perry. I forget his title. 

Mr. Reppan. Is he still with you ? 

Mr. Perry. No; he was on loan with us and he returned to the 
Ex-Im Bank on June 30, 1958, as I recall. He was our chief loan 
officer at the time, but I am not sure what his exact title was. That 
was the function which he performed. 
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He visited the plants, for example, where the railroad carg wep 
to be fabricated. I believe on this trip there was in the group Mp 
Moorman, who is now our Chief Engineer, but at that time was with 
the Export-Import Bank. I know he visited many of the same jp. 
stallations, and I believe they felt there was no question but that thes 
were old, well-established companies, and quite competent and able 
to make the railroad cars. 

Mr. Brand has since visited some of the same plants, and he hag 
reached the same conclusion. 

Mr. Reppan. Do you know if there was any attempt made to deter. 
mine whether or not the types of cars being produced are the types 
of cars which would be needed on this program ¢ ’ 

Mr. Perry. Well, one of the main reasons we made this loan for 


steel for the railroad industry was at the instance of the Interna. | 


tional Bank. They have been very active in the lending operations jy 
India, and particularly in the railroads for some time, and I believe 
they had a program of financing the import of components that were 
going into the production of the cars. 

I’m not sure, but that is my recollection. In any event, they were 
quite concerned that the Indians might be lagging behind in the pro- 
duction of rolling stock for the railroad, and that’s why they wer 
particularly anxious for us to finance the raw materials which wer 
going into the cars. 

Mr. Harpy. I don’t know that I understand just what DLF did in 
connection with this loan to determine the economic and technical 
feasibility of the project. 


I do not get the impression that there was any real technical | 


analysis or technical study made by DLF in connection with this, 

Mr. Perry. We don’t classify this loan as a project in the same sense 
as one would classify a dam, for example. In our classification sys- 
tem, we would call this a program loan, where we were supporting 
the program of development in the railway sector in the Government 
of India. 

Mr. Reppan. Excuse me, Mr. Perry. Do I understand you treat 
projects under a general program differently than you would an in- 
dividual project ? 

Is that what your testimony was? 

Mr. Perry. No, what I am saying is that we don’t classify this as 
a project in the same way we would a dam, in that we do— 

Mr. Reppan. You would apply the same criteria, however; would 
you not? 

Mr. Perry. We do finance what you might call a general program, 
rather than a specific identifiable project. 

Mr. Harpy. Wasn’t this a project actually; wasn’t this loan for the 
purpose of buying rolling stock? 


Mr. Perry. This is a semantic problem as to whether you call ita | 
program or a project. But I would think that we were—I would say | 
we were supporting a development program in the railway sector i | 


India, and this wasn’t a project in the same way we would finances 
dam or a fertilizer plant. 
Mr. Harpy. You were supporting a program which was for the de 


velopment of railroads in India, which was a $2 billion program. | 


that what it was? 
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Mr. Perry. Well, it is a part of a very large development program 
under the second 5-year plan. We financed in this instance the ma- 
terials of steel, and steel forms of various kinds. 

Mr, Harpy. For rolling stock; wasn’t that what it was for? 

Mr. Monacan. Wasn’t it for other things besides that, many other 
things? F pats 

Mr. Perry. Bridges. It was all in the railroad sector, but princi- 
pally locomotives and railway cars. But, in answer to your question, 
we decided in this instance that it was certainly technically feasible 
because the steel was going to fabrication industries. 

Mr. Harpy. In other words, because somebody has found that the 
whole program was technically feasible, it was not incumbent upon 
DLF to establish the technical feasibility of the part of the program 
which it underwrote. Is that what you are saying? 

Mr. Perry. In this particular instance, our Mr. Lynch specifically 
went tothe plant to make sure that they 

Mr. Harpy. Let me read what Mr. Lynch said about it. 

Mr. Perry. All right. 

Mr. Harpy. Mr. Lynch on April 25, 1958—and this is why I was 
trying to see if I could understand what you did do. This is a quote 
from Mr. Lynch’s memorandum to Ambassador McIntosh: 

DLF did not initiate any engineering analysis of its own on the railroad de- 
velopment plan of India. It did, however, get the advice of ICA whose engi- 
neers had studied the plan thoroughly and IBRD which has been following the 
Indian railroad development for several years. 

So DLF relied on somebody else’s advice apparently: they talked 
tothe engineers. At least, that is what it says here to me, and ap- 
parently they didn’t have any real analysis on the matter, because the 
Development Loan Fund at that time was a part of ICA; was it not? 

Mr. este, That is correct, sir. 

Mr, Harpy. Then he talks about a study of the Indian railroad 
which was made by Coverdale-Colpitts and he says that their criticism 
was that it was not large enough. 

Now, then, he comes back to his own comment and he says this: 


Since the DLF was contribuing— 
and I like the word “contributing”— 





Since DLF was contributing only $40 million to a railroad development pro- 
gram of nearly $2 billion, and since DLF’s contribution was in the rolling stock 
field with the Indian railroad, where inadequacy is obvious even to the lay- 
man, no further engineering studies were required. 

So it was obvious that you didn’t need a study involving $40 mil- 
lion? If I misinterpret that, please correct me. 

Mr. Perry. Well, the railway system by all accounts is an excellent 
system that earns a vast amount of money each year for the Indian 
Government. In this particular instance, we did rely very heavily 
upon the International Bank who have, over a period of time, worked 
extensively with the Government of India, and the Government of 
India Railway System. 

Mr. Harpy. Does it bother you a little bit to talk about a $40 mil- 
lion loan as being a small sum in a total program 

Mr. Perry. Well, I think this is an excellent loan. I have no reason 
how to say it is not a good loan. 
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Mr. Harpy. I am not suggesting, Mr. Perry, that the loan ig pot 
good loan. I do not know whether it is or not, but what worries oA 
is that people who have the responsibility for making technica 
analyses can just brush off a $40 million loan and say because jt's $0 
small, we don’t have to make a technical evaluation of the project 

Mr. Perry. I think what Mr. Lynch had in mind was that in view 
of the relationship of our loan to the total size of the Indian develop, 
ment program for the railroads, and in light of the vast work that haq 
been done by the International Bank; in light of the studies made } 
Coverdale and Colpitts, that there was no need for a separate, inde. 
pendent appraisal by DLF of the development program for the raj}. 
ways in India; that because of this work that had been done, becayg 
of the assurances that we have had in our formal conversations 9 
the World Bank, that the development program seemed to be soundly 
conceived, and being well carried out. As far as particular fabrics. 
tion of the locomotives and the railroad cars, the steel was going to 
companies that had been in business for many, many years, were out. 
standing examples and several of them were private enterprises jp 
India. We had no question in our minds but that the cars were needed 
and that they had been well built. 


ee 


Mr. Harpy. This is interesting. If I were going to put my money | 


into something, I certainly would rely on my own evaluation and not 
on somebody else’s. 

Mr. Reppan. Excuse me, Mr. Perry, on this particular loan, weren't 
Coverdale and Colpitts, IRBD, and Ex-Im interested in the technical 
and economic feasibility of the railroad system; while the money that 
DLF was spending, although it was to be a part of the system, was 
to be in the fabrication of rolling stock. 

Do you know whether or not Coverdale and Colpitts or any of thes 
other groups, interested in the overall loan, ever evaluated the work 
of these shops that were to manufacture the rolling stock ? 

Mr. Perry. I can’t say whether they did or did not. I don’t know 
from my own memory. I do remember distinctly that Mr. Lynch 
visited the plants and he came back very well satisfied. 


Without going through the file, I couldn’t say whether he or anyone | 


else raised this specific question with the World Bank people. 

Mr. Reppan. You were, under this loan, furnishing diesel locomo- 
tives to India? 

Mr. Perry. No, sir. This was all raw material to be fabricated. 

Mr. Reppan. No, I’m sorry. Not on this loan, but in connection 
with the railroad program, we—the United States—were furnishing 
diesel locomotives and electric locomotives to India; were we not? 

Mr. Perry. You mean under the ICA program ? 

Mr. Reppan. By the United States? Part of our foreign aid 
program. 

Mr. Perry. Under what, sir? 

Mr. Reppan. The next year there was a $100 million loan. 

Mr. Perry. Right; that’s correct. 

Mr. Reppan. We furnished them locomotives under that? 

Mr. Perry. Right. 

Mr. Reppan. Do you know whether or not any determination wi 
made as to the type of couplers being used on these freight cars! 

Mr. Perry. The type of couplers? 
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DAN. Yes, Sir. 

Se peer. I don’t know. No,sir. I will check it. uF 

Mr. Reppan. Do you know whether or not they were of sufficient 
strength to permit the full utilization of the power of the locomtives 
which we were supplying them ‘ Pe 

The reason I raise that question, Mr. ¢ hairman, is because you recall 
we found in one country that we were supplying them with diesel 
locomotives that could be use¢ to 65 percent of capacity, that there was 
a weak link in the freight trains, in that the freight trains wouldn’t 
ull or stay together if they tried to utilize the full power of the 
ledomotives- — ; 

Mr. Hurcutnson. Do you have any information with regard to—— 

Mr. Reppan. Please identify yourself. 

Mr. Hurcuinson. Edmond Hutchinson. Do you have any infor- 
mation which would indicate that such a check should have been 


made ! . el a 

Mr. Reppan. I was asking whether or not, in view of previous ex- 
perience in the program, DLF made any attempt to find out whether 
the couplers were suitable in this case to permit full utilization of the 
locomotives which we were sending over. 

Mr. Perry. The answer I am giving is “No,” but we have no evi- 
dence that this isa problem in India. 

(The Development Loan Fund subsequently submitted the follow- 
ing statement on the type of couplers in use on Indian railways and 
the type of locomotives being financed for India by U.S. Government 


agencies :} 


InDIA! TYPE OF COUPLERS IN USE ON INDIA RAILWAYS AND TYPE OF LOCOMOTIVE 
BEING FINANCED FOR INDIA BY U.S. GOVERNMENT AGENCIES 


At the time of the DLF loans for the India railways (June 23, 1958; December 
24,1958) the question of the type couplers to be used on India railways rolling 
stock had already been resolved. In 1957 the India railways determined to require 
the knuckle-type coupler on all heavy-duty rolling stock subsequently procured. 
They employed an American firm to study the problem of developing a demount- 
able portable-type transition coupler which could be attached to the drop-link 
couplers in use on much of their rolling stock and removed at will. Pending the 
availability of the portable transition coupler, the India railways have devised a 
technique of placing a caboose-type car in trains between the group of cars which 
have the knuckle-type couplers and those cars which have the drop-link-type 
couplers. 

The fact that the India railways have not completed their transition to the 
knuckle-type coupler has not impeded the efficient use of diesel-type locomotives 
supplied by the United States. 

Regardless of whether the train of cars pulled is linked with knuckle-type 
o¢ drop-link-type couplers, a diesel locomotive is more efficient than a comparable 
steam locomotive unit. Taking into consideration the initial higher cost of the 
diesel unit, the diesel unit is still more economical because of its higher avail- 
ability, lower operating cost, and lower cost of maintenance. With properly 
trained crews individual diesel units can develop their full power potential and 
move at maximum capacity speed regardless of the type of couplers used in the 
train they pull. The only respect in which full transition to knuckle-type couplers 
s important to dieselization is that the knuckle-type coupler is necessary if more 
than one diesel unit is being used to pull a train. 

It is anticipated that the type of diesel locomotive being supplied to the India 
railways system will have a useful life of at least 35 years. It is also anticipated 
that well before the end of this period the India railways will have improved 
their rolling stock to the point where they can make maximum use of all the 
advantages of diesel locomotives, singly or in combination. Under these circum- 
stances it appears reasonable for the Indians to put the major part of their new 
locomotive investment into diesel units. 
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Mr. Monaaan. I have a few questions. . 

Mr. Harpy. All right. 

Mr. Monacan. Do I understand that these projects when original 
submitted were submitted by the Government of India to USOM j, 
India? 

Mr. Perry. They came to us from the USOM, whether they gy}. 
mitted it to the U.S. Government through USOM or to USOM, fy, 
not sure, but they came, it was forwarded to Washington by the 
USOM. : 

Mr. Monacan. I’m interested because there seems to be a variety of 
ways in which these are handled. , 

Mr. Perry. There are, sir. 

Mr. Monacan. And it may be that some greater uniformity woy)j | 
be desirable, and this is one of the first loans in the program, is tha; 
not right ? , | 

Mr. Perry. This is the first group of loans to which the DLF af. 
dressed itself. 

Mr. Monacan. There was not at that time a DLF officer in the Rp. | 
bassy, is that correct ? 

Mr. Perry. That is correct. 

Mr. Monaaan. Is there one now ? 

Mr. Perry. There is, in each field installation, a DLF liaison officer 

Mr. Monacan. There is one in India now ? 

Mr. Perry. That is correct. He is an ICA employee, but he has the | 
responsibility for being the central point for information in the field 
for DLF matters. | 

Mr. Monacan. You say that there is one in each country ? 

Mr. Perry. Where DLF is carrying on a lending program. 

Mr. Monacan. Is there one in Greece now ? 

Mr. Perry. I’m sure there must be. We sent out an instruction 
when I say, “we,” this was a joint State-ICA instruction—saying that 
a member of the Embassy, or the USOM should be designated as DLF 
officer. 

Mr. Monacan. You sent out the instruction that 
Mr. Toner. There is a liaison officer—this is Toner speaking. At 
the time I was in Athens, there was an officer acting as DLF liaison | 

officer, designated as such. 

Mr. Monacan. But you don’t know what his name is ? | 

Mr. Toner. I'll have to check my files, sir. 

Mr. Perry. Rowe, I think it is; isn’t it Rowe? 

Mr. Monacan. At the time of your considering these loans, wer 
there any other funds available for this purpose through grant aid, | 





rather than through loan programs ? 

Mr. Perry. There were no funds. No funds specifically intended | 
for use in India for this purpose. Now, the President does haves 
contingency fund, and under that contingency fund it could have be 
used 

Mr. Monacan. I mean in the general foreign aid program! 

Mr. Perry. In the foreign aid program, the answer is “No.” | 

The only program that is being carried on is a technical assistant | 
program. 

Mr. Monacan. You said something in your previous testimotj 
about a time interval, that it was very short in processing thet 
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applications, that that had some effect perhaps on the procedure, 
but I notice here that it was in September of 1957, that the Govern- 
ment of India submitted a group of 25 projects, and that it was in 
December of 1955 according to this that DLF selected for technical 
review 7 major projects. ; , . ; 

Mr. Perry. The short time period which I had reference to was 
the period during which we were negotiating in conjunction with 
Ex-Im Bank, with the representatives of the Government of India. 
The total lapsed period between the time the loan applications 
were submitted and the time we approved them was a rather long 
period. TH 

Mr. Monacan. It is over a year. 

Mr. Perry. I think that date must be in error, because it was in 
December of 1957 that we made our initial selection. 

Mr. Monacan. This date of 1958 is wrong, then; is that right? 

Mr. Perry. It must be. At least the document which I have here 
shows something else. 

Mr. Harpy. [thinkitis. Ithink that isin error. 

Mr. Monacan. All right. You also previously said something 
about the distinction between a program and a project being a matter 
of semantics. 

You will admit, won’t you, that it is possible to make a distinction 
between the financing, for example, of a sugar mill and extending 
aline of credit to a lending corporation, let’s say, in a specific country ? 

Mr. Perry. I agree. I think on the one hand you can take, say, 
the financing of a dam, and that clearly is a project; then, on the 
other extreme, it would be—I would describe it as one of the programs 
which we have done in India under which we were financing the im- 
port of machinery for the private- 

Mr. MonaGan. Or Israel ? 

Mr. Perry. Or Israel. That is another good example. Just exactly 
where you draw the line, it is sometimes a little hard. The railroad 
field is a case where it is hard. 

If you are financing 15 locomotives, whether you describe this as a 
project or a program, it is difficult. I think it is one which can be 
described either way logically, but I am not—TI really didn’t want to 
imply that there wasn’t a difference between the two types of activity, 
because I agree there is quite a significant one. 

Mr. Monacan. That is one of the distinctions that we can profit- 
ably apply ourselves to; don’t you think so ? 

Mr. Perry. I think so. 

Mr. Monacan. I have no further questions. 

Mr. Reppan. Mr. Perry, I believe you have testified that in June 
of 1958 the loan agreements were finally signed; is that right? 

Mr. Perry. Yes, sir; that is right. 

Mr. Reppan. In September 1958, did the Government of India 
come in and ask for permission to modify or change those loans in any 
way / 

Mr. Perry. I don’t remember the date, I know they did, yes. 

Mr. Reppan. Could you tell the committee about how the Indian 
Government wanted to change these loan agreements and what the 


decision of DLF was with respect to that and the justification for the 
ecision 7 
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Mr. Perry. One that I remember had to do with the use of the &% 
million in the cement industry. If I recall, they wanted to use thos 
funds for the refractory brick industry, which was agreed to, I think 
In addition, they wanted to use some of the funds under that loan, by 
[I don’t recall right at the moment under what part of the loan, fo 
the Hindustan Machine Co. 

Mr. Reppan. What was their reason for the change in the cemen 
program’ Did they find out they didn’t need that much cement) 

Mr. Perry. Yes, sir; that would be my assumption. 

Mr. Reppan. Were their engineering studies, or their economic 
studies in error, or was there some reason for changing this, othe 
than the internal need of the country? 

Mr. Perry. It was based upon the internal need of the country 
They had anticipated an expansion of the cement industry under the 
import program, and apparently they decided they did not need— 
but I don’t know the reasons why. In any event, the program in the 
cement sector was cut back. 

It may have been that they had to cut back in various places in the 
five-year plan, or it may have been that the forecasts of requirements 
were not accurate. 

Mr. Reppan. But is it your understanding that they then asked for 
the $3 million for the refractory program because that was of more 
importance to the country than the cement / 

Mr. Perry. That tied in to the steel plants. 

Mr. Reppan. Was there such an urgency that they couldn't apply 
for that under a new loan ? 

Mr. Perry. Well, as I recall in our initial understanding with the 
Indians, we agreed we would be flexible in perhaps changing the 
eligible items under the initial loans. 

There was this understanding right from the beginning, that they 
could suggest alternative uses for the money. 

Mr. Reppan. Can you tell the committee the dollar volume of orders 
which have been placed against this refractory loan? 

Mr. Perry. The orders placed, Mr. Reddan, as of December 31, 
1959, total of orders placed is $1.1 million. 

Mr. Reppan. That is a considerable jump since the last figure we 
have, which is of November 5, showing a total of $20,000. 

Mr. Bray. I might say these figures are based upon what DLF 
told us were the most recent figures on procurement. 

Mr. Harpy. When was that ? 

Mr. Perry. You indicated that this was one of the areas which you 
wanted to question us about, so we asked our people to arm us with 
the latest information. 

Mr. Bray. We asked them to provide us with the latest information. 
It would be particularly interesting to know what that is now. 

Mr. Perry. As of December 31, 1959 ¢ 

Mr. Mirsxt. The date for the refractory item was given to me by 
the India Supply Mission as of December 31, 1959. 

Mr. Perry. No, what I think the chairman is asking, What is the 
date—— 

Mr. Harpy. I think I have my question clear. I want to know why 
the figures we have now are different from the figures which wer 
given to us at the request of the staff. This figure has been adjusted. 
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Mr. Perry. I am trying to find out if I may, what is the date upon 
“rs Bray. For the record, these figures were supplied by Mr. Mirski 
to Mr. Romney within the last 2 weeks. ; ‘ 

Mr. Perry. Was the information as of the 5th of November, or 
November 1, or November 31, or what? That is what we are trying 

i t. 
a Just a moment, you mean within the last 2 weeks, this 
sheet of paper (showing a paper) ? $n") 
Mr. Bray. This referred to by Mr. Reddan, which is based upon a 
shipping report for September 30, 1959, was supplied by you to Mr. 
Romney recently. _ ; 1) 

Mr. Mirskr. Certainly, with the qualification that it wasa shipping 
report for September 1959, and we still don’t report—we still don’t 
know whether this shipping report covered everything. bs 

Mr. Harpy. Let’s get this straight. Mr. Romney had specific in- 
structions to get the most recent figures you had. Figures which were 
wiven to us less than 2 weeks ago showed there were $20,000 which 
had been placed under this loan. Now you come up with some more 
recent figures which make you look a whole lot better. Why didn’t 
you give us those figures 2 weeks ago; didn’t you have them? 

“ Mr. Mirsxr. These figures were available and were given to you 
on this sheet, but those figures which I gave Mr. Romney were from 
the shipping report which were actually deliveries to India. 

Mr. Harpy. Can somebody explain why that sheet was not made 
available to us ? 

Mr. Hurcuinson. This was prepared last night. ‘The other sheet 
was in the file; when it was prepared, I'll have to check and see on 
what actual date this sheet was prepared and the date upon the sheet 
which your staff has, 

Mr. Bray. If I may, I have here a sheet undoubtedly similar to the 
one you have, which was prepared by Mr. Chutter, and Mr. Mirski, 
based upon TOICA 747, November 15, 1959, which states: “Refracto- 
ries, orders placed, $20,000.” This is the most recent information we 
have on this. 

Mr. Reppan. Mr. Bray will show you the document. we have, and 
I will ask you to compare it with the one you have there, and see 
whether or not we are talking about the same document. 

Mr. Harpy. I think this is a good stopping place. I just want to 
ask you this one last. question—— 

Mr. Perry. The point I wish to make is that we were having a 
briefing session just yesterday and the sheet we had in front of us 
is exactly the same one Mr. Bray has there, and Mr. Brand said: 


Will you please, rather than showing the November information, show the 
latest we have? 


And the result of that, the thing got updated and it was that 
simple. 

Mr. Harpy. Mr. Perry, we asked for the latest information that was 
available, too. Now it has been a matter of less than 2 weeks, and I 
hope that we are not again in a situation where some of your sub- 
ordinates, in this case, apparently, Mr. Mirski, have taken upon 
themselves to screen the information that they are going to give us. 
This thing has got to stop somewhere. , 
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Mr. Perry. Mr. Chairman, I am sure when the information was 
given to you that it was the latest that was available. 

Mr. Harpy. Latest available? Later information was found fo 
Mr. Brand and it is in total disagreement with what was given ys 
The information prepared by Mr. Mirski for Mr. Brand was ag of 
December 31. Now, our request for the latest information has been 
made since December 31. I fail to see why the information provided 
us could not have been up to date. 

Mr. Bray. What is the date of the receipt of the reports through 
December 31 used in preparing this paper for Mr. Brand ? . 

Mr. Hutrcuison. That is what we will have to ascertain. 

Mr. Harpy. Let the committee stand adjourned and we will pr. 
convene in this committee room at 2 o’clock. 

(Thereupon, the hearing was recessed until 2 p.m., this same day,) 


AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

We are glad you were able to get back, Mr. Brand. 

I think there is one item we need to dispose of that is hanging over 
from this morning. In connection with a question that was raised 
about the amount of orders placed against the loans for refractories, 
it was pointed out that the information available this morning was 
substantially different from what we received recently. Actually, 
I don’t think that is especially pertinent and I am not at all sur 
that there is any particular concern about the relationship of the 
amount of orders placed against these loans in light of the analysis 
of the entire sheet. j 

The question that was bothering us this morning and that I think 
we need to concern ourselves with was the actual basis for the urgency 
or the original urgency of these loans. The question arises when 
you look at the performance under the various loans and compare 
the situation as it seemed to exist at the time the loans were made 
with what has transpired since. 

Now, looking at this sheet, which is a revised sheet showing actual 
performance on refractory items, the figure shown there was only 
$20,000, whereas the revised figure is $1.1 million. Against a total $ 
million loan, on the face of it, 1t looks like things are probably moving 
along fairly well. ; 

When you take the total figures, $77.2 million has been disbursed 
against $195 million. The significant thing to me in taking an overall 
look at this is that there was a series of loans approved between April 
1958 and May of 1959, and the actual expenditure against those loans 
is comparatively small. This raises a question in my mind whether the 
urgency which was supposed to exist when the loans were approved 

vas actually as pressing as it was made out to be. That is the signi 
ficance of the thing that we were trying to explore this morning, 


It may be that the dollar amount of orders placed is a better measur: | 


ing stick, and I suppose that is subject to varying points of view. 
However, the urgency originally, as we understood it, was for dollar 
exchange in this particular situation and that would be reflected only 


in disbursements rather than in orders placed. So the point we wert | 


trying to explore this morning was whether initially there was greater 
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representation of the urgency for this program than experience bore 


re Branp. Before I start on my statement, Mr. Chairman, I might 
mention that in my rather long experience of about 5 years at the 
Export-Import Bank, this is one of the continuous problems we had 
iefore us. As an example, it just happened that I was the Director 
who was first authorized to go to Argentina in negotiation of the first 
Argentine loan. That was right after Mr. I erén had left the scene and 
they really were in a terrifically bad state. There wasn’t any question 
by any measure about how bad off they were. We decided after some 
months of consideration that we could not meet the entire demands of 
Argentina, because of so many requests around the world, but we would 
make an impact loan and we called this an impact loan of $100 million 
to relieve their most urgent needs and primarily in the transporta- 
tion sector. ' ‘ 

Argentina is a very fine agricultural country and they weren’t able 
tomove. They had in places 2 years of stocks stored up that they 
couldn’t move to the ports, so we made this impact loan and it was 
described in most urgent reasons for doing it to meet their most urgent 
needs. ‘ { 

Two and one-half years later, and I had been in Argentina many 
times during the interim, I went to see President Frondizi, this was 
shortly after he was elected. He had his Finance Minister there and 
I said, “Mr. President, I am sorry, but I must really get down to a 
very serious matter. Your people are Just not doing their job. It is 
clearly that, they are not implementing this loan.” Only 52 percent of 
it has been implemented in all this time and I am only talking about 
orders placed, Mr. Chairman, not the outflow of money. 

Now, after the President gave orders, it moved, but not as fast as I 
should have liked to have it move and I think I have learned around the 
world that we just can’t expect some of these people to be as energetic 
as we Americans are at times, that it is just built in, that they don’t 
quitecome to grips and get the jobs done. 

Now, they have more built-in features how tender should be done 
and redtape, piles of it, as to how the bids should be let. 

Mr. Harpy. Shouldn’t we recognize that when we are presently ex- 
pressing ourselves in the matter of urgency? 

Mr, Branp. The outflow of our funds I think is pretty good. I have 
orders for $157 million out of $195 million even with all the require- 
ments that we put on them. We have legislative requirements for 
engineering studies, water projects, cost ratios, and this and that and 
the other, just like when you decide to build a house. You first go to 
the architect, you say, Mr. Architect, draw me up a preliminary set of 
plans. A month or two later you get them. Then you go to the bank 
and get estimates. Pretty soon you decide after several months that 
you have a program here of building a house. Now, this is a little 
thing to do, build a house, not a great big one. When you build one 
ofthese multi-million-dollars affairs, getting the procurement from all 
over the would, it is a big transaction. It is not an easy thing that can 
bedone as quickly as we would like. 

r. Harpy. I wouldn’t suggest it is particularly easy, and I realize 
that there are a number of practical considerations, but I would still 
like to explore some of the reasons for delay. On the railroad moderni- 
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zation and expansion program there is $40 million involved; tha 
is the first one. 

Mr. Branp. I think you will find the steel strike had something to dy 
with it. 

Mr. Harpy. I am not talking about the last one, but about the very 
first loan that is involved here. You didn’t have any technical studies 

engineering studies, which were made by DLF or ICA in connection 
with that one. 

Now, against that $40 million loan, there has only been $8.9 million 
in disbursements. I don’t know who or what is responsible for this 
kind of a situation, but it certainly seems to me that the urgency was 
overstated and on top of that, we are now, I believe, in the third quarter 
of a 5-year plan. Isn’t that right} d 

Mr. Branp. Last year. 

Mr. Loomis. What year are you referring to? 

Mr. Branp. Last year of the second 5-year plan. 

Mr. Harpy. Last year of the second 5-year plan ? 

Mr. Branp. Just starting the third 5-year plan. 

Mr. Perry. The third.one doesn’t start until a year from March, 
Mr. Chairman. There are two observations I might make, if I may. 

I will confine myself just to railway modernization and expans 10n 
loan. It did take us nearly 2 months after Board approval to get 
the agreement signed. Now this was our first loan agreement and 


it took them much longer to actually get the agreement out, drafted | 


and signed 

Mr. Harpy. Even after the approval in April ? 

Mr. Perry. They also agreed that they would make every effort 
to buy in the United States what they could, so they went through 
a special kind of procedure whereby they got tenders on a worldwide 
basis and then they agreed that they would buy in the United States, 





unless the United States prices were considerably higher than the | 


offshore prices. They came back to us with a request that they be 
permitted to buy offshore because the prices did run anywhere from 

25 to over 100 percent higher in the United States. So this took a 
little time. 

Mr. Reppan. Excuse me, just at this point Mr. Perry, you are 
talking about offshore procurement. Wasn’t the reason you had to 
deviate from your policy on offshore procurement and also on retroae- 
tive payments because these orders had already been placed and DLF 
was making this loan to pick up the tab? 

Mr. Perry. Not this loan. These were all new orders on railway 
modernization and expansion. Some of the subsequent 

Mr. Reppan. That was part of your first loan, was it not a con 
sideration 

Mr. Perry. These are all new orders. 

Mr. Reppan. $75 million, all new orders, excuse me. 

Mr. Perry. Subsequent loans—finally the last observation I would 
make is that the disbursements are made to them on a reimbursement 
basis and there is a timelag within their own Government in pro: 
essing the papers after they have actually made the payment. Then 
the requests come to us for reimbursement. 

Now, we have felt that these two loans have not moved as fast as we 
would have expected and we have from time to time discussed this 
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ith the Government of India, and they have taken steps to speed it 
y I think your point is a valid pot and is one that we have 
Hrecnssed with them from time to time. : 

Mr. Harpy. You see what it indicates to me, maybe I don’t under- 
sand it, but it indicates to me that we have overstated the urgency of 
these things, because if they didn’t need this money any faster than 
this, then we didn’t need to make it available so quickly. I don’t know, 
but that isthe way it looks tome. _ 

Mr. Hurcuinson. They were involved in a review of their whole 
5-year plan during the period that we are talking about and were 
trying to see whether they had to cut it back and so on. They needed 
some assurances that they were going to get financing, and of the 
amount they were going to get so they would know how far they 
would have to cut back and this sort of thing, and this was all in- 
yolved in making—in our making the loans available at that particu- 
lar point and time. 

Mr. Harpy. I expect all of us have been pretty adept in making 
excuses when we were talking to the bank that was going to lend us 
the money. But anyway, I know that there are some valid reasons 
that come up from time to time. a 

Mr. Perry. I just wanted to explain, to indicate some of the con- 
siderations, but I do agree it has moved more slowly than we thought 
it would. ; 

Mr. Harpy. That was the reason for our inquiry this morning. 

Well,thank you. I think we can move on. 

Now, Mr. Brand, did you have a prepared statement that you 
wanted to make in connection with policy or some other matters? 
If so, we would be glad to do that now. 

Mr. Brann. Yes, sir, thank you, Mr. Chairman. I will make an oral 
presentation rather than a written opening statement, if that suits the 
wishes of the chairman. 

Mr. Harpy. Quite all right, any way you wish. 

Mr. Branp. I believe it is customary to give a very short bio- 
graphical sketch. 

Mr. Harpy. That is right, I believe we didn’t have you do that. 

Mr. Branp. This is my first opportunity to do so. 

I am from the State of Ohio, born September 14, 1906, and I spent 
part of my life in Washington during the early stages; in fact, I went 
to George Washington University and to law school here. 

This room is quite a familiar room to me, as are many of your hear- 
ing rooms in Congress, because I worked up here on the Hill for 16 
years and I might say that cleaning out the rooms is a little more 
characteristic of my connections in hearing roms, rather than testify- 
ing in them. 

The first engagement I had in foreign affairs was in connection 
with representing some 40 companies in the United States in negotia- 
tions in London, relative to a Persian matter in 1937. After that, I had 
continuous interests on behalf of several of those companies, both 
here and abroad. 

I became a member of the board of directors of the local bank in 
Urbana, Ohio, and when I was turning about 30 years old, I was a 
member of the board of directors of the building and loan—and you 


now how it is in a small community, you gradually come up a little 
484376024 
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bit, you never stay just the same. I finally became president of th 
bank, conducted my own law firm, was engaged in manufactyr 
business and rather extensively engaged in agriculture. 

In 1953, Senator Capehart was then the chairman of the Bankip 
and Currency Committee of the Senate. He invited me to serve oy 
an advisory committee, a citizens’ advisory committee—a completely 
voluntary group—we paid our own expenses in connection with 4 
study undertaken by the Senate in respect to the Export-Import Bank 
and the World Bank and the impact of the two institutions op the 
trade in the United States. In that endeavor, I went with the mem. 
bers of both the House committee, Mr. Brent Spence, who is still chai. 
man, and several of the Senate Members, several House Members, 
throughout Latin America. We visited 17 countries and it was a yery 
very valuable experience. - 


ing 





As a result of that, the recommendation of that advisory committe | 


was that he Export-Import Bank be made an autonomous institution 
under a Board of Directors. 
Later I served for 5 years on the Board of Directors in the Export- 


Import Bank and in that Sac visited practically all sections of the | 


world, heading some 15 different missions, 

On September 2, I became the Managing Director of the Develop. 
ment Loan Fund. Since that time, as you know, Mr. Chairman, I have 
met various members of this committee in their endeavors in seyera] 


parts of the world, both in Turkey and in Spain, particularly, and jn | 


fact, something under 100 working days since I have been in office, J 
have been abroad some 61 of those days. 

I have a feeling that the most important contribution I may be able 
to make will be in working abroad rather than sitting here in Wash- 
ington. 

I have recently returned from a trip that took me completely around 
the world with primary accent on a visit in Taiwan, and then to 
India for a rather extended trip, which I would be glad to describe 
to the committee. Then to Pakistan and Turkey, and returned just 
last week. 

In India we started in Calcutta with a meeting of some hundred 
businessmen, bankers, and I felt that we had a good start. It gaye w 
the flavor of their interest in what we were doing. 

I might say that one of the primary conceptions of the DLF isto 
not only make every effort possible to encourage American busines 
people, but business people abroad to take more of a part, more and 
more investment of their funds rather than a hundred percent invet- 
ment of Government funds. 

So it is my habit abroad to meet continuously with the busines 
community and banking community of the countries, as well as the 
government. 

From there we went to Jamshedpur, which is an unusual city 
India, located some 600 miles from Calcutta and is the site of Tiseo, 
the Tata Iron & Steel Co. 

It is unusual that the Tisco Tata have all the obligations for 
running the city, the streets, fire department, police, everything. It 
started as the site of a steel plant and there was nothing else, they 
had to build the city about 50 years ago. They now have another 
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company called Teleco which makes trucks and locomotives, and an- 
other company which is in the production of seamless tubes, and I 
think it is one of the most modern tube factories in the world. 

Mr. MonaGan. What material ? 

Mr. Branp. Steel and brass. — ; 

This mill is the largest privately owned steel plant in India. 
It has just recently been increased by a $250 million effort to produc- 
tion capacity of about 2 million ingot tons. There are four other 
steel plants in India, another private one, not so large, about 300,000, 
ifmy memory serves me, known as Indian Steel & Iron Co., and then 
three others that have been built by the Government in recent years. 
One with assistance from the Russians ; one with assistance from the 
British; and one with assistance from the Germans. 

[ visited Rourkela, which is the one assisted by the Germans. It is 
not under production. ‘There seems to be a bottleneck of talent to run 
the plant and they are working very hard now to relieve this prob- 
lem, but it is a very impressive site. It is a new site—100,000 people; 
7500 new homes; streets are nicely paved; 250-bed hospital; nice 
schools, elementary and high schools; good water system—very dif- 
ferent from the normal Indian village you see in your travels. The 
influence of a major economic endeavor. 

From there we went to Delhi, New Delhi, conferred with the Prime 
Minister, Mr. Nehru; the Finance Minister, Mr. Desai, and practically 
everybody in the framework of the economic development side and 
financial side of the Indian Government. 

From there we went down to Bombay again, as I have explained 
to the committee, we met many of the businessmen at different meet- 
ings. I had lunch with the governor of the reserve bank, and at that 
luncheon I met the heads of practically every important bank in 
Bombay and several of the industrial leaders and made a very careful 
examination of the lending institutions now available and established 
in India who may serve as a springboard to the Development Loan 
Fund for useful private small industrial companies. 

We find it tremendously difficult, as I believe I explained to the 
chairman the last time we talked about this subject, to reach the small 
industrial plants. So we made a particularly serious effort to learn 
asmuch as we could about the investment potential through the agen- 
cies of existing institutions. 

Now, this started with the Government-owned institutions called 
LF.C.; Industrial Finance Corporations, to the Small Scale Industries 
unit; to Mr. Mehta, former Ambassador, who heads a completely pri- 
vately owned institution in Bombay called ICICI, and also had a long 
conference with the Governor of Reserve Bank in connection with a 
newly formed organization called the Refinance Corp., making an 
eflort to bridge the gap not just in Indian credit where loans generally 
rin 12 months to 18 months—which is the longest—and this com- 
pany would step in and extend loans for a longer term. 

In other words, what I am trying to say, Mr. Chairman, is that we 
were trying to use every good facility that may make good sense and 
establish under a criteria that demonstrates efficiency and with the 
built-in requirements that the chairman has spoken to us on previous 
occasions, so that we do not take any chance of aiding or assisting 
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those people whose ideologies do not conform to ours—the Communigs 
When I say built-in, I mean a very carefully built-in program go tha; 
we will know, even though the loans are of a very small nature, $5,099 
$10,000. nar 

At a future time during the hearings or in subsequent hearings 
Mr. Chairman, we are prepared to go into considerable detail in eop, 
nection with these small loans and the development lending jp. 
stitutions. ; 

As you know, we have 11 of them established throughout the worlg 

Mr. Harpy. I presume you have in mind end-use checks, followup! 

Mr. Branp. This is completely from the management side to end tgs 
where our people have visited in the factories, talked to the manage. 
ment of the companies and right on through. a‘ 

Mr. Harpy. I think the committee would like to get into that jy 
some detail, perhaps a little later on in the course of these hearings 
I should like to have a pretty good understanding of what you ay 
doing in that area to assure the use of the funds which at least the 
Congress intended and that the administration intended when the 
loan was made; and that, of course, brings into focus the question of 
a procedure for accomplishing that where loans are made through 
lending institutions within the host country, operated and controlled 
by foreign nationals. 

Mr. Branp. We are prepared to submit to you, Mr. Chairman, in 
light of the comments that you made at the hearing of November 11, 
and I say in light of that, I mean that we.took seriously your com- 
ments and did something about it, and have made a very careful study 
of this whole problem. 

We have had our people visiting not only in India, but in Turkey, 
in Israel, and in Pakistan where the real force of the program is in 
existence. The loans have been made in these countries, so we will 
be able to discuss any angle of it that the subcommittee would like to 
look into. But I assure you that you will find that many of the recon- 
mendations that this subcommittee made at the time have been made 
effective. 

Mr. Harpy. The subcommittee was delighted to have your letter 
some time ago commenting on actions which you were taking in a gen- 
eral way along the lines of the discussion which we had on November 
11. I don’t know whether I have previously expressed appreciation 
for that letter, but the subcommittee was grateful for that expression, 

Mr. Branp. Part of this will be submitted to you in written form, 
Mr. Chairman, so that your staff and yourself will have time to go 
over it and maybe we could give you some of it tomorrow and thin 
on Friday. If there are any particular questions that you might like, 
we could get into it on Friday. Or at a later date that suits your 
convenience. 

Mr. Harpy. If we have the time I would like to, as soon as we cat, 
and any submissions you care to present will, without objection, be 
included at this point in the record. 

(The Development Loan Fund subsequently submitted to the sub- 
committee the following information on industrial banks in Ismel, 
Turkey, and Pakistan :) 
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e e 


[INDUSTRIAL DEVELOPMENT BANK OF ISRAEL (IDBI) (FORMERLY ISRAEL 
: INDUSTRIAL INSTITUTION (III) ) 


BACKGROU ND 


The Industrial Development Bank of Israel was established in 1957, as a finan- 
‘a] institution, located in Tel Aviv, to encourage industrial development through 
a greater use of long-term loans, and more favorable terms than other bank- 

e © ? - 
ing institutions can prov ide. 

® OW NERSHIP 


Total paid in capital funds amount to approximately $18 million,’ representing 
I than 32,250 shares of stock. Of this number of shares, the Israeli Govern- 
or holds 29,040 shares or approximately 90 percent. However, of the total of 
39 950 shares, only 4,250 represent voting shares and of this number of voting 
shares the Israeli Government only holds 1,040 or 24 percent of the voting stock. 


LOANS 


On May 12, 1959, the Development Loan Fund signed a loan agreement with 
IDBI for a $5 million loan, and there is pending an application to amend the 
loan agreement increasing the amount to $10 million, which has been authorized 
put not yet signed. 

In addition, the Israeli Government has loaned IDBI approximately $16.7 
million, and the IDBI also acts as agent for loans to be made from the Govern- 
ment development budget, of which approximately $11.1 million’ has been chan- 
neled through IDBI. 

MANAGEMENT 


The overall management of the IDBI consist of the board of directors, having 
at the present 17 members, the chairman of which is Dr. Y. Foerder, who is also 
chairman of the board of directors of the Bank Leumi, the largest commercial 
banking institution in Israel. The staff of the bank consist of about 50 people. 
The acting manager is Director General Yehuda Leviatov. Annexes 1 and 2 
list management personnel and board of directors with biographie details. 


VISIT BY DLF TEAM 


Messrs. Edwin D. Kirby, deputy managing director for private enterprise 
(formerly vice president and currently director, Champaign National Bank, 
Urbana, Ohio), Frank T. O’Brien and George A. Wyeth, special assistants to the 
Managing Director,, Development Loan Fund; and Mr. Eugene J. Hynes, finan- 
cial consultant to ICA (industrialist, financier, and former vice president of 
Chase National Bank investment affiliate) conferred with officials of the IDBI 
in January 1960 and visited industrial institutions to whom loan commitments 
from DLF funds had been made by the IDBI. Annex 3 attached records briefly 
the visits made to these industrial institutions. 

In addition, lengthy discussions were held in the offices of IDBI with the 
bank management during which loans involving DLF funds and loan criteria 
were considered in detail. Bank management showed us summary sheets in the 
process of being prepared for presentation to DLF requesting loan disbursements 
which were considered to be complete and sufficiently descriptive. 

Discussions were also held with the bank management on the subject of se- 
curity checks, and it was agreed that such checks could easily be made, prior to 
disbursement, through the American Embassy. Later the subject was explored 
with Mr. J. Ogden Reid, the American Ambassador, and members of his staff, 
and they, too, agreed to this method of making security checks. 


APPRAISAL BY DLF TEAM 


_ Manage ment.—The team was very much impressed by the capability of Dr. 
Y. Poerder, chairman of IDBI (also chairman of board, Bank Leumi Le Israel), 
Mr. Yehuda Leviatov, acting director general, and Mr. J. Macht, general secre- 
lary of the IDBI. There was little doubt that these officials had the affairs of 
the hank well in hand and that operations were being performed in an orderly, 
efficient manner. } 
Loans.—The team examined bank records on all loan commitments and. in- 
cluding the visits made to several industries, were impressed that both the 
TT 


onversion scale used in above figures: $1 equals 1.8 Israeli pounds, 
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businesses involved and the loans themselves appeared sound from q financig) 
and security standpoint. i 
Israeli Government.—While the Israeli Government owns a Substantial pp 
tion of the shares in this bank, the team saw no evidenct of undue interfe : 
on the part of Government officials in the management of the bank. 
An updated list of loan commitments to subborrowers is attached as anner 4 


Tence 


ANNEX 1 
Kry MANAGEMENT PERSONNEL IDBI (ISRAEL) 


o= 


Acting Director General: Yehuda Leviatov, born December 25, 1895, Prijyy; 
Russia. Arrived Israel 1919. Founded Kiryat Anavim Communica] Settlemey 
Promoted several Histradrut sponsored economic enterprises. Subsequent; 
managed Histradrut’s Provident Fund. Founded Gemul, Ltd., investment cop. 
pany. Delegate Zionist Congresses Vienna, Lucerne. Assistant Manager, [ppy 
1957. Acting Director General, 1959. 

General Secretary: J. Macht, graduate in economics, School of Law and fy. 
nomics, Tel Aviv. Formerly Assistant Controller of Foreign Exchange jp 
Ministry of Finance; manager of Hollander & Co. Ltd., Tel Aviv. 

Assistant to General Secretary: B. H. Raab, B.S., Columbia University, yy 
School of International Affairs, Columbia University. Formerly Assistant 
Israeli delegation to U.N.; public relations officer, Israel Agricultural Exnjpj 
tion 1959. 

DEPARTMENT OF ECONOMICS AND FINANCIAL SURVEYS 


J. Jacoby: Cand. CPA (Israel), formerly senior examiner (audit) state cop. 
trollers office; assistant internal auditor, Workers’ Bank Ltd. E. Brunhob 
M.A. (economics) formerly lecturer in industrial economics, University of Wy. 
claw (Poland). G. Averbach: B.A. (economics) Hebrew University, Jerusalem 
formerly Economic Section, Ministry of Commerce and Industry. 


ENGINEERING DEPARTMENT 


B. Tzvick: Institute of Technology, Israel, 10 years professional experienc: 
formerly Israel Water Supply, Mekorot. 8S. Sokol: Institute of Technology, 
Israel, 5 years professional experience; formerly Israel Water Supply, Mekorot 
M. Kuperman (part time): B.S., technology (Manchester), industrial adviser 


DOCUMENTS DEPARTMENT 


-_ 


A. Elias: LL.B. Degree, College of Law; 7 years professional experience i 
banking and accountancy; formerly grant-in-aid operations and Doucuments 
Department in the Ministry of Finance. 


ACCOUNTANCY DEPARTMENT 


S. Brudner, chief accountant: Faculty of mathematics and physies, graduate 
of the University of Kansas, Lithuania ; formerly executive, Bank of Agriculture 
BE. Menkes, chief accountant’s assistant: Intermediate Examination of CPA: 
formerly at Bank Leumi Le-Israel B.M. 


LEGAL DEPARTMENT 


A. Ziv: LL.M., advocate. G. Tamir: LL.M., advocate, Hebrew University 
Jerusalem; Chartered Insurance Institute, London. M. S. Pleban: LLM, a 
vocate, Hebrew University, Jerusalem. <A. Kastner: advocate, School of Lawanl 
Economics. L. Mendlovitz: LL.M., advocate, Hebrew University, Jerusalem. 


ANNEX 2 
Boarp oF DIRECTORS 


Dr. Y. Foerder (Chairman): Chairman, board of directors, Bank Leumi Ie 
Israel B.M. 

Mr. Y. Bar-Joseph: Controller of banks, Bank of Israel, Jerusalem. 

Mr. Y. Bar-Natan: Coordinator of the Executive Committee of the Manuftt 
turers’ Association of Israel. 


da 
Mr. 


Mr. 
Mr. 
Dr. 
Mr. 
Mr. 


Mr. 
Dr. 
Mr. 
Mr. 
Mr. 
Dr. 
th 
Mr. 


Sa 
of 0 
prod 
Its 1 
Bulg 
Pola 
senti 
plac 
oper 

Al 
conti 
is fo 
whic 
and 
Tecnu 
the ¢ 
lion, 
and 
Fran 
Anga 
for e 

Ur 
sizes 
of it 
anne 
is als 
from 
about 
about 
will : 
$1 pe 
plant 
three 
prodt 

Am 
hydre 
instal 
mixin 
at les 
Calif 
alfalf 
doub! 
engin 


& financig) 


antial pop. 
iterferenc 


AS anney 4 


395, Prilnki 
Settlement 
ibsequentiy 
tment con. 
ager, IDB]. 


W and Ee. 
inge in the 


arsity, MIi 
\Ssistant t 
ral Exhibj. 


) state cop. 

Brunhole 
‘ity of Wr 
Jerusalem 


experience: 


Technology, | 


ly, Mekorot 
‘ial adviser 


cperience in 
Doucuments 


es, graduate 
Agriculture 
on of CPA 


University 
: LLM, a 
| of Law ani 
usalem, 


< Leumi le 


he Manufac 


DEVELOPMENT LOAN FUND 365 


Mr, A. Dickenstein : Chairman, board of directors of the Israel American In- 

~ dustrial Development Bank Ltd. 

Mr. J. Efter: Managing director, Hamashbir Hsmerkazi Israel Cooperative 

" Wholesale Society, Ltd. 

Mr. H. Ellern: President, Ellern’s Bank Ltd. } 

Mr. Y. Haimovitz: Representative in Israel of Artina Trading Co., Vaduz 

Dr. A. Konikoff: Managing director, the Foreign Trade Bank, Ltd. 

Mr. A. Z. Macht: General manager of the Israel Industrial Bank Ltd. 

Mr. B. C. Moerovitch: Managing director of Solcoor Marketing & Purchasing Co., 
Ltd. ; : . ; 

Mr. D. Recanati : Director of the Israel Discount Bank, Ltd. 

Dr, §. Saalheimer : Joint general manager of Bank Leumi Le-Israel B.M. 

Mr. M. Tzur : Director General of the Ministry of Trade and Industry. 

Mr. N. Vidan: Director of Industries, Ministry of Commerce and Industry. 

Mr, Y. Weinstein: Assistant general manager of Bank Leumi Le-Israel B.M. 

Dr. A. Zabarsky: Chairman of the board of directors and managing director of 
the Worker’s Bank Limited. 

Mr. M. Zagagi: Deputy Director General of The Ministry of Finance. 


ANNEX 3 


PLANTS INSPECTED IN ISRAEL, JANUARY 25-26, 1960 


Samson Tire & Rubber Co. (partially owned by General Tire & Rubber Co. 
of Ohio): Present plant expansion is to be completed in 1961 at which time 
production is expected to be 6,000 tons annually of tires and rubber products. 
Its 1959 sales are reported as follows: Turkey, $600,000: Yugoslavia, $1,500,000 ; 
3ulgaria, $281,000; Greece, $135,000. It also sells in Ghana, Finland, Nigeria, 
Poland, Norway, and Iran. Total sales for 1959, $6.1 million. It has repre- 
sentatives in east and in west Africa. This plant is said to be usually in second 
place in production of General Tire plants abroad. It has 400 employees and 
operates on three shifts. j a 

AMCOR: Produces electric refrigerators, air conditioners, compressors, gas 
containers, bus bodies, etc. In business 10 years. While much of its production 
is for the domestic market it plans to export compressors, for the production of 
which a DLF loan is proposed. There are 1,100 direct employees at present 
and about 900 more contract employees. It is the licensee of the U.S. firm 
Tecumseh Products Co. Nahum Bernstein, an engineer, is general manager of 
the company. AMCOR owns five plants. Annual sales approximately $10 mil- 
lion, 1959; $9 million, 1958; $7 million, 1957. It is now exporting refrigerators 
and air conditioners to 25 countries including French Colonial Africa, also 
France, Uruguay, Paraguay, Burma, Kenya, Cyprus, Guinea, Portuguese, and 
Angola. The new plant (being constructed) for which a DLF loan is proposed 
for equipment, will employ between 200 and 250 employees. 

Urdan Metallurgical Works: Produces pipefittings and couplings of various 
sizes. It has a $240,000 DLF credit. It is proposed to improve the quality 
of its moldings for the casting of fittings. It also desires to acquire a new 
annealing oven which is being purchased from the Whiting Corp. of Chicago. It 
isalso purchasing a molding machine from a firm in Milwaukee. Pig iron comes 
from the United Kingdom, Belgium, and West Germany ;: molding sand is located 
about 5 miles from the plant and is of excellent quality. Presently employs 
about 100 laborers but with new equipment it will double production, however, 
will add only 35 employees. The average wage of a skilled worker is about 
$1 per hour, and for unskilled workers about 75 cents per hour- Part of the 
plant operates on one shift per day, the annealing ovens, however, operate on a 
three-shift basis. It will eventually produce pipefittings up to 8 inches. Its 
production is inadequate to meet the domestic market. 

Ambar Cooperative Society, Ltd.: Agricultural cooperative. An alfalfa de- 
hydrating plant using equipment purchased in Milwaukee, Wis., for cash is being 
lustalled. The new plant which is presently being constructed will be for the 
mixing and production of feed for poultry and livestock. It expects to employ 
at least 82 workers. Daniel Yodin, a graduate of the University of Southern 
California, Los Angeles, who has been 10 years in Israel, is manager of the 
alfalfa dehydrating plant which has been in operation for 4 years. It has 
doubled its capacity this year. The manager of the new feed mill is a chemical 
engineer and apparently competent; it is expected that Yodin will assist him. 
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368 DEVELOPMENT LOAN FUND 


INDUSTRIAL DEVELOPMENT BANK OF TURKEY (IBD), IstTansut, TurKey 
BACKGROUND 


The Industrial Development Bank of Turkey was founded June 2, 1959 for 
the purpose of contributing to the development of private industry in Turke 
through the creation of a capital market dealing in private industria] bonds, 
making foreign capital markets available to Turkish industry, providing loang_ 
particularly medium- and long-term loans—and furnishing economic, technical 
and financial data. 

OWNERSHIP 


The bank is privately owned with an authorized capital of Turkish lira equiva. 
lent to $27.78 million.” There are more than 300 shareholders ; 52.6 percent of 
the initial capital of the bank was provided by the National Bank in Turkey 
financed by private capital; 26 percent by banks operating in Turkey on foreign 
capital; and 21.4 percent by private industrial concerns and organizations owneg 
by businessmen and industrialists. 


LOAN CAPITAL 


Bonds have been issued by the bank in Turkish lira in an amount equivalent 
to $2.78 million, all of which were bought by the Central Bank of the Republic 
of Turkey and the Pensions Fund Administration. 

Kighteen million dollars has been loaned to the IDB by the International Bank 
for Reconstruction and Development in two loans of $9 million each, one op 
October 9, 1950, and the other September 10, 1953, both loans repayable in 15 
years. 

The Development Loan Fund signed a loan agreement on September 12, 1958 
with the IDB for a loan in the amount of $10 million, repayable in a period of 
10 years. 

In addition, the IDB acts as lending agent for the Turkish and United States 
Governments for a substantial part of the counterpart lira funds of the US, 
Marshall plan private enterprise funds in Turkey. To date the Turkish lira 
equivalent of $12.8 million has been advanced from these funds. 


MANAGEMENT 


9 


A seven-member board of directors elected every 3 years by the shareholders 
appoints the general management which consists of a general manager and assist- 
ant general manager. The acting manager and executive officer of the bank at 
this time is Mr. Bulent Yazici, considered to be a very capable person. The 
IDB is staffed by about 95 persent of whom 40 are executive officers and tech- 
nicians. Annex 1 gives biographic data on key management personnel. 


ACTIVITIES OF THE BANK 


In its 9 years of existence, IDB has considered 2,400 projects and executed 
384 loan agreements, totaling approximately $23.4 million. These loan agree 
ments represent 300 new industries in Turkey employing approximately 2,700 
workers. 

DLF funds have been committed by IDB for 12 projects and there are under 
active consideration 16 more projects; 25 other projects are under preliminary 
study. DLF funds which may be involved in all three classes of projects total 
nearly $10 million. Approximately 56 percent of all DLF funds actually dis 
bursed by IDB have been for U.S. procurement. 


FINANCIAL RESULTS OF OPERATION 


The statutes provide that, from net profits, 5 percent must be set aside for 
legal reserve funds and another 5 percent for reserve for contingent losses 
Thereafter a dividend may be paid. Starting with the third year of operation, 
dividends ranging from 6 to 12 percent have been paid annually. Ina limited 
trading circle stock of the company has nearly doubled in value since IDB was 
established. 


1 Conversion scale used in all figures: $1 equals 9 Turkish lira. 
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SUMMARY AND APPRAISAL BY DLF TEAM 


As a result of conferences, January 1960, between managing officers of the 
Industrial Development Bank of Turkey and DLF officials, including Edwin D. 
Kirby, deputy managing director for private enterprise (formerly vice president 
and currently director of C hampaign National Bank of Urbana, Ohio), I rank si 
0’Brien and George A. Wyeth, Jr., special assistants to the managing director, 
B. Edward Scoll, loan officer for Turkey, and Eugene J. Hynes, financial con- 
sultant to ICA (industrialist, financier, and former vice president of Chase Na- 
tional Bank investment affiliate ) and visits made to industries to which DLE 
funds have been committed, it is the considered opinion of the examining team 
= 1. The IDB is efficiently, profitably, and aggressively managed ; 

9, No evidence was found in any of the operations, including subborrowers, 
of loans being made to politically objectionable persons ; 

8. The IDB is privately owned and there was no indication of govern- 
mental interference in its operations. 

Annex 2, attached, gives a record of projects visited by DLF officials. 


ANNEX 1 
Key MANAGEMENT PERSONNEL OF IDB (TURKEY) 


General manager : Mr. Resid Egeli, graduate of the School of Political Sciences, 
Istanbul. Started his career in 1934 as an inspector for the Agricultural Bank 
of Turkey, held the position of assistant manager and comanager of the Istanbul 
pranch of the Agricultural Bank of Turkey for 10 years, as general manager 
of the Municipal Bank of Turkey for 2 years, worked as general manager of 
the Anadolu Sigorta Sirketi, an insurance company for 2 years, was elected to 
the board of directors of the IDB in 1952, acted as its vice chairman until his 
appointment as general manager in the fall of 1958; 25 years of financial and 
banking experience. 

Assistant general manager: Mr. Bulent Yazici, B.S. Robert College, Istanbul, 
MS. School of Business, Columbia University, New York City. Started career 
as inspector of finance in 1934, was financial counselor to the Turkish Embassy, 
Washington, D.C., Deputy General Director of the Treasury and was appointed 
assistant general manager of the IDB in 1950; 25 years of financial and banking 
experience. 

The bank is divided into four main departments. The professional staff is 
composed of eight engineers, six economists, six financial analysts, and two 
lawyers. The heads of the departments are the following: 

Engineering department: Chief engineer, Mr. Hayrullah Gurtan, B.S. in M.E. 
Robert College in Istanbul, Turkey, M.S. in M.E. Purdue University ; 27 years 
of professional and managerial experience. 

Economie research department: Economic adviser, Mr. Sahap Yahsioglu, 
School of Political Sciences, Ankara, and School of Economics, London; 13 years 
of professional experience. 

Consultant: Prof. Peter Frank, J.D., Ph. D., Professor of Economics, Robert 
College, Istanbul ; 19 years of professional experience. 

Financial analysis department: Manager, Mr. Bahaeddin Kayalioglu, School 
of Political Sciences, Ankara; 17 years of financial experience. 

General Counsel: Dr. Bulent Davran, associate professor of civil law, Uni- 
versity of Istanbul, attorney at law at the bar of Istanbul; 19 years of pro- 
fessional experience. 

Disbursements for the projects and collections from the borrowers are carried 
out by the operations department of the IDB. This department is headed by 
Mr. Remzi Tiney. He held the position of branch manager in various banks 
and has a banking career of 25 years. 


ANNEX 2 
Visits sy DLF PersonNet To INDUSTRIAL INSTITUTIONS IN ISTANBUL WHICH 
ARE PARTICIPATING IN DLF FUNDS THROUGH THE INDUSTRIAL DEVELOPMENT 
BANK or TurRKEY, JANUARY 1960 


Teksan Kollektif Sirketi (manufacturers of water meters): This factory 
produced 40,000 meters in 1959 and is currently building a new factory to in- 
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crease production as they have a virtual monopoly of production of this 
ment in Turkey. A DLF loan has been committed for $13,500 throug 
for needed equipment. 

“Tatko” Otomobil Lastik Ve Makine Ticareti A.S. (rubber products) - This 
plant recaps automobile and truck tires and produces cushion gum for Use i 
connection with this type of operation and for resale. This is a Goodyear ontiin 
which employs 150 people and recaps as many as 200 tires per day. A loan of 
$77,350 has been committed by IDB from DLF funds for plant equipment. 

Zincir Ve Izne Sanayii (manufacturers of chain and pins): This Dlant has 
applied for a loan of $15,400 for machinery for packaging pins. It is extremely 
well operated, has approximately 100 employees and usually works two shifts 
It produces 900 tons of chain per year, 671% tons of pins, 7% tons of thumbtacky 
and 11 tons of staples. 

Makine Takim Endustrisi A.S. (manufacturers of twist drills): This fp, 
manufactures twist drills under a new German technique designed to eliminate 
wastage of metal by heat treatment and simultaneous twisting. The plant is 
well laid out and ambitiously planned, but not in full production. They a» 
seeking a loan from DLF funds for $476,300. The plant appeared to be gone ’ 
what overextended and we voiced this opinion to IDB officials. 


ip. 
h the IDR 


Federal Truck Manufacturing Co.: A visit was made to this plant whia | 


assembles trucks and builds bus and truck bodies under private U.S. technica 
guidance. DLF loan application No. 434 for $3 million has been under ¢qp. 
sideration by the board. The plant impressed us as being well managed. eff. 
ciently operated, and there was an inventory of about 15 assembled trucks o 
hand. 

B.C.A. Pres Dékiim Sanayii Ltd. Sirketi (manufacturers of brass castings anj 
heating fixtures) : This plant produces brass castings and plumbing and heating 
fixtures. It is partially financed by IDB and they have an application in fg! 
DLF funds in the amount of $19,000 at the present time. The plant operates? 
shifts per day and has 120 employees. 

Tiirkiye Sise Ve Cam Fabrikalari, A. S. (manufacturers of glass bottles and | 
medicinal vials) : This factory manufactures about 50 percent of all glass bottle: | 
and medicinal vials which are used in Turkey. Currently it has a loan commit | 
ment from IDB in the amount of $662,592 for the purchase of automatic glass | 
making machines. They have 2,500 employees. Annual sales in 1959 amounted | 
to about $5 million. Its plans for expansion call for an estimated $16,500.00 
sales in 1962. This is one of the largest loans granted by IDB from DLF funds 

Vinylex Ltd., Co. (manufacturers of plastic products) : This is DLF loan ap | 
plication No. 71, in the amount of $6,100,000. It is very efficiently operated and | 
has about 300 employees. Produces plastic products, such as floor covering, ele. | 
trical fittings, upholstery materials, vent tubes for mines, and many other | 
products. They have a working agreement with the Goodrich Co. It is antié 
pated disbursement of DLF funds will be made soon on this loan. 

Koruma Tarim Ilaclari, A. S. (manufacturers of insecticides) : This is DIF 
loan No. 87 in the amount of $2,800,000, which is being delayed awaiting ap 
proval of the Turkish Government for permission to issue convertible debentures 
as required by DLF. It is expected that disbursement will be made soo 
The plant is in operation and appears to be well directed. 

Eezacibasi Ltd. Sirketi (manufacturers of pharmaceuticals) : This manv- 
facturer of pharmaceuticals has an application with IDB for DLF funds for 
approximately $118,500. This money is to be used for the purchase of equip 
ment from the Baxter Co. of California under a licensing arrangement 
produce nonpyrogenic pharmaceuticals. Plant has been in existence sine 
1940 and is the most efficiently operated and best equipped plant we visited 


PAKISTAN INDUSTRIAL CREDIT & INVESTMENT Corp. (PICIC), KARACHI, PAKISTAN 
BACKGROUND 


The Pakistan Industrial Credit & Investment Corp. (PICIC) was incorporatel 
on September 22, 1957, and started operations on November 26, 1957. It 
purpose is to provide financial, technical, and managerial assistance for the 
private sector of industry in Pakistan. 
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Financial assistance may be in either foreign or local currency or both. It 
ay be in the form of secured loans and debentures, preference shares, ordinary 
= <« or one or more combinations of the above. To be eligible for loans, 
peniries must be privately owned, except agricultural and transport industries. 


OW NERSHIP 
private. ; ; ; ee ae ; 
PICIC is privately owned with an authorized capital of $31.5 million, in 
pee equivalent,’ of which $4.2 million has been paid in. There are approxi- 
aay 1.200 shareholders with the equity divided among different nationalities 
as follows : 


—_—_— 





Amount Percent 
Million 
$0. 63 15 
: 63 15 
A ») 
Japanese i “s 10 
2. 52 60 
Pakistani... - 
‘ ee 4.20 100 


LOAN CAPITAL 


» 


Central Government : $6.38 million, rupee equivalent, interest free (made avail- 
able from ICA funds). 

IBRD: $14.2 million. 

DLF: $14.2 million (one loan of $4.2 million payable in rupees in 5 years at 
5 percent and one of $10 million, same terms, 5% percent). 


MANAGEMENT 


The 14-member board of directors is elected by the shareholders except for one 
director who is appointed by the GOP. (PICIC has a requirement that all 
foreign shareholders be represented on its board.) Annex No. 1 is a current list 
of directors with brief biographic information on each. 

The active management consists of Mr. E. T. Kuiper, the general manager, and 
Mr. N. M. Uquaili, joint general manager. Mr. Kuiper is expected to resign in 
April 1960 and it is understood that Mr. Uquaili will take his place. Annex No. 
2 gives information on key personnel. 


ACTIVITIES OF PICIC 


One hundred and twenty-one loans had been made in the slightly over 2 years 
that PICIC had been in operation at the time of DLF’s examination. Of these, 
84 were foreign currency loans and 37 in local currency. Attached as annex No. 3 
isa list, as of January 1960, of loans committed from DLF funds to subborrowers. 
Six industrial plants marked with asterisks (*) were visited by members of the 
DLF team. 

SUMMARY AND APPRAISAL BY DLF TEAM 


The following officials of the Development Loan Fund examined the affairs 
of PICIC January 11-17, 1960: Messrs. Edwin D. Kirby, Deputy Managing 
Director for Private Enterprise (formerly vice president and currently director, 
Champaign National Bank, Urbana, Ohio); Frank T. O’Brien and George A. 
Wyeth, Special Assistants to the Managing Director; M. Milburn Pehl, Loan 
Officer for Pakistan; George Rublee, Office of the General Counsel; and Eugene 
J. Hynes, financial consultant to ICA (industrialist, financier and former vice 
president of Chase National Bank investment affiliate). In addition, Mr. Vance 
Brand, Managing Director, Development Loan Fund, attended conferences and the 
loan signing, on January 14, for the second loan to PICIC from DLF. 





‘All figures used in this report are quoted in terms of U.S. dollars based on conversion 
seale of $1 equals 4.7 Pakistani rupees. 











372 DEVELOPMENT LOAN FUND 


It was the opinion of the examining team that: 

1. Management under Mr. Kuiper has been efficient and effective in the initis 
stages of the operations of this corporation. Further, the team belie {tal 
Uquaili will continue the sound policies in effect at the present time. 

2. All indications pointed to governmental cooperation in the operations y 
PICIC and only minimal control of PICIC’s activities within the broad fra : 
of reference laid down by published laws. There are good indications that th 
GOP is sincere in its public encouragement of the private sector. . 

3. Making political security checks on subborrowers would present no great | 
problem. Mr. Kuiper was agreeable to providing necessary data on key manag. 
ment officials connected with firms securing loans from DLF funds if handle 
on an informal basis. 


ves that Mr 


ANNEX 1 


Members of the Board of Directors 


Name Address Description 
Mr. Choudry Mohamad Ali_| Jubilee Insurance House, McLeod | Formerly Prime Minister ang 
Rd., Karachi-2 merly Finance Minister of P : 
in ™ 
Mr. K. G. Ahmed 17, Joynag Rd., Dacca Industria 
Mr. Mohd. Amin 30, Davis Rd., Lahor« Do 
Mr. Makoto Asano Bank of Tokyo, Ltd., Qamar House, M ger, Karachi Branch, Bank 
Bunder Rd., Karachi Tokyo, Ltd., Karachi ' 
Mr. S. K. Basu 36, Hathkola Rd., P.O. Wari, | Indust t 
Dacca 
Mr. Ahmed Dawood Insurance House No. 2, Habib | Chairman, Dawood Cotton y 
Square, Bunder Rd., Karach a 1irman, Dawood ¢ 
std 
Mr. Amirali H. Fancy 12/B Queens Rd., Karachi Industrialist 
Mr. Zahriddin Ahmed Ministry of Finance, Government Director of Pakistan Inyesty 
of Pakistan, Karach Promotion Bureau The G : 
ment of Pakistan Ministry 
itl IN cn} P j 
Mr. A. K. Khan A K Khan & Co st 1 R Chairm Chittagong Textile 4 
Chittagong. Ltd.; chairman, Pakistan & 
Nav i Co., Ltd., et 
Mr. Pir Mohammad Mah- | Ashrafabad, P.O. Badin West | Director, Harnai Woolen Mills. Ltd 
fooz Pakistan ind managing director, Al-Wal 
Mr. M. A. Rangoonwala sey M Villa,”’ Garden East, Industrialist 
Karach 
Mr. Dunlap National Bank India, McLeod | Chair n, Associated Banks, Kan. | 
Rd., Karachi cl t 
Mr. Fakhruddin Valibhai- Valika Chambers, South, Napier | Chairman, Valika Textile Mi 
Rd., Karach Ltd., et 
Mr. Robert Puree Rockefeller Center, New York City} Chairt International Basic E 


ANNEX 2 
KEY PERSONNEL OF PAKISTAN INDUSTRIAL CREDIT & INVESTMENT Corp. 


E. T. Kuiper, general manager (will leave PICIC early in 1960): Bon 
1902 in the Netherlands: read economics at Amsterdam University; served 2 
years on staff of Nederlandsche Handels Maatschappij in Far East; exchang 
controller for Indonesia: managing director of Bank Industri Negara ( Indonesia 
1951-54: senior adviser, Bank Industri Negara 1954-56; appointed generil 
manager of PICIC 1957. Highly regarded by IBRD. 

N. M. Uquaili, joint general manager: Born Karachi August 1913. Passel 
examination for registered accountant 1933. Held increasingly responsibl 
positions in Central Bank of India 1933 to 1947. Became Deputy Controller ¢f 
Foreign Exchange, State Bank of Pakistan 1947 and was in charge all foreigi 
exchange control matters reporting to Governor State Bank who held titk 
Chief Controller. Joined PICIC February 1958 as joint general manager. 

Halim Khan, representative of PICIC in East Pakistan: 49 years old with 
technical background. Employed as industrial and chemical engineer in bus! | 
ness and governments India and Pakistan 1935 to 1951. Director develop 
ment (nonengineering) GOP 1951 to 1953 and subsequently Director Generil 
Industry, Trade and Commerce, Government of East Pakistan. 
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ANNEX 3 


DLF loan No. 16, Pakistan Industrial Credit & Investment Corp.—Subloans 











approved 
_ 
No. | Name of project Amount 
wo. 

1 | Texwood Industries Ltd., Karachi! Poin ae ; $3, 403 
2 | Planinum Ice Factory, Dacca a 7 21, 500 
3 | Royal Paper Mart = - : 52, 00 
4 | Frontier Sugar Mills & Distillery Co I td., Marden J \ 250, 000 
5 | Burewala Textile Mills Ltd., Burewala , 250, 000 
6 | Steel Corp. of Pakistan Ltd., Karachi ei 29, 000 
a0... ° - 15, 000 

. I Star Textile Mills Ltd., Karachi 250, 00 
§ Indus Dyeing & Bleaching Ltd., Hyderabad i 52. 000 
9 | Fishery Products Ltd., Karachi 16 OOK 
1) | Shahnawaz (Industries) Ltd., L shore ‘ 105, 00 
11 | Crescent Sugar Mills & Distillery Co., Lyallpur 1. 125, 004 
9 | Sind Oil Mills Ltd., Hyderabad 241, 00 
13 Khanewal Cold Storage Co., Khanewal ; 37, 001 
uikK ysim Glass Works, Karachi 37, 30( 
15 | Zeenat Textile Mills Ltd., Dacea 156 50K 
16 | Grind-Wheel (Pak Ltd., Karachi 31 10) 
17| Pak Chemicals Ltd., Karachi 0 000 
18 | Acar Ice & Cold Storage ’ 94, 10 
19 | Premier Sugar Mills & Distillery Co. Ltd., Marder 23" (VK 

* | Mirza Aboo Wire Manufacturing Co., Chittagong 4] 

9 | Bengal Belting Works, Dacca 138. 00 
93 | Evans Medical Markers Ltd., Quetta 33) FON 
24 | Essam Belting & Asbestos Mfg. Corp., Lahore 41,90 
* | Colony Textile Mills Ltd., Lahor« 250, 000 

oF Dacca Wood Works, Dacca Hi). ¢ 
7 | Atlas Cold Stora e Co 52, 3f 
9 | Burmah Oil Mills Ltd., Karael 20, OX 
30 | Sh. Mohd, Ismail & Co 211. OO 
31 | Alehemy Industrial Corp : 93° (MM 
Total 1, 202, 64 


1 Plants inspected. 


Mr. Branp. I would like to also add during this same period of time 
the Development Loan Fund has engaged a competent group to make 
a study of the office procedures 

The head of this group was at one time a very high official in the 
General Accounting Office and knows the procedure of Government 
very well. And one of the factors involved was a study of procedures 
incident to the subject that the Chairman has mentioned. 

So, if I may leave that now and go to some of the policies which 
I believe that the committee may be interested in, I should like to 
turn first to the policy that is known, although I think quite unfairly, 
as the buy American policy. 

You gentlemen in Congress, of course, understand buy American 
policy is an act of Congress and is restrictive on the Government of 
the United States to buy outside of the United States, except under 
certain circumstances. The usage of the term has really no relation- 
ship to the DLF activity, but as it has become known, you get a name 
hung on once in a while. I won't object at all if we refer to it from 
time to time, and so we distinguished between it and some of the 
other policies of DLF. I choose myself to call it the procurement 
policy. If that is of the interest of the committee, I will proceed to 
diseuss it, 

Mr. Harpy. Yes, sir; the committee would like to understand that. 

Mr. Brann. We made a considerable effort. of sounding out our 
Board of Directors and had many discussions about the effect of the 
ofishore procurement policy of DLF in the early weeks of the time 
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I became Managing Director. Most of these discussions were ON an 
informal verbal basis and were pointed in two particular importan; 
directions. 

One, the great countries of western Europe and Japan had, yey 
fortunately for all of us, reached a point in their economic progms 
where they had made tremendous strides and a very fine recovery 

In fact, if my memory serves me rightly, in 1958, of the leading 
industrial nations, all increased exports; that is, all the countrig 
principal countries industrywise, increased exports while the Unite 
States exports decreased somewhat. But, the important point is thy 
in the development of the developing areas, the less developed coy. 
tries, every influence must be brought to bear to encourage thes 
industrial countries to do more than they have been doing. They ay 


able to do it, their financial ability is such that they can finance thej: | 


own exports and in order to encourage them it is a little difficult fy 
DLF to give lip service to encouraging western European countrig 
saying to them, go ahead now and you finance your own exports: by 
with our left hand, say oh, we didn’t mean that, we will go ahead anj 
finance them ourselves with American resources, 


Secondly, the overall situation of balance of payments of the Unite) | 


States. 


We became a little more conscious of the road that lay ahead whe | 


during the last year it became clear that we had a deficit overall of 
between $4 and $5 billion. Now I don’t mean by that that we had, 
trade deficit, as you well know, Mr. Chairman. It was a deficit that 
includes everything we do in the United States, our military progran 


A 


abroad, DLF, Export-Import Bank, and the assistance in various | 


and sundry ways, including the invisibles, and when you add that | 


up it comes to the neighborhood of close to $7 billion; subtract ow 


trade balance, favorable balance of somewhat in the neighborhood | 
f 


of $3 billion, and you get a minus four. 

So the two taken together brought about the decision, in which ou 
Board of Directors all agreed, that the Development Loan Fund 
should give primary emphasis to the purchase of goods and services 
in the United States with the proceeds of our loans. 

Mr. Harpy. Excuse me, Mr. Brand, I don’t want to interrupt you 
if it is going 

Mr. Branp. Anytime, Mr. Chairman, is perfectly fine. 

Mr. Harpy. Did that mark a fundamental change in policy as to 
the objectives of the Development Loan Fund ? 

Mr. Branp. No, sir; I don’t think so. 

Mr. Harpy. Well, the reason that question came to mind was the 
statement which Mr. Dulles made to the Appropriations Committe 
back at the time the Development Loan Fund was requested and 
established, and it bears right on this point. 

Mr. Gary, my colleague from Virginia, asked Mr. Dulles this ques 
tion: “Why do you not put this under the Export-Import Bank!’ 
Mr. Dulles answered, “Because I believe this Fund, at least in the 
first instance n 
operated primarily as an instrument of foreign policy. That is whit 
it is for. If it is put under the Export-Import Bank, it will k 
subject to standards which are not appropriate for this purpose. For 
instance, the Export-Import Bank is required to loan money Ppt 
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arly to promote the foreign trade of the United States. The 
marl’ it esd has to be spent in the United States. This is not 
ay 3 way to accomplish this particular objective. I do not believe 
sole who are versed in handling money that way are the best people 
+99 

(Sen Mr. Dulles talking at the time the Development Loan 
Fund was set UP, and to some of us, at least, it Seems, without getting 
into the merits of the particular program, it seems this change with 
respect tO procurement policy, if that is what you want to call it, is a 
complete reversal of the justification which Mr. Dulles gave for the 
establishment of the Development Loan Fund in the first instance. 

Mr. Branp. I assume you are talking about Mr. Dulles back in 
1957. a 

Mr. Harpy. In the beginning. ‘¥n 

Mr. Branv. The transition that has happened since 1957 in regard 
to the economies of Western Europe has been a marked one, a very 
prominent one. The reserve position, the dollar and gold reserves of 
many of the countries—as an example, Mr. Chairman, at the same 
time Mr. Dulles made that statement, the Export-Import Bank was 
making a loan to Britain for $500 million because they were in a very, 
very serious position growing out of the Suez ( analaffair. But Great 
Britain has made a tremendous recovery. We gave France an exten- 
sion of time to make payments on their loan to us. Now what has 
happened in the two cases 4 ar? 

Britain not only didn’t draw the $500 million, they only drew half, 
but they repaid the whole $250 million in that short space of time. 
France not only has picked up their payments, they are completely 
current with the Export-Import Bank and all of us know they have 
made a tremendous stride. 

Now this can all happen Mr. Chairman—this can all happen in a 
short space of time. America was going just in the other direction. 
That is what I am trying to point out. We were trying to use the 
foree of our economy abroad in a generous way, but we just got to 
thinking maybe we could do that and ship goods and services instead 
of gold and dollars. 

Now that is primarily the basis. 

Mr. Harpy. I think I follow your line of thinking, but what worried 
me a little bit is this: If the fundamental basis for establishment of 
the Development Loan Fund was to use it as an instrument of foreign 
policy in order that you could make loans and not be concerned with 
procurement in the continental United States, I wonder if actually we 
have outlived the usefulness of the basic concept of the Development 
Loan Fund and if we have any actual need for it at all: if the Ex- 
Im Bank couldn’t perform all of the worthwhile functions that the 
DLF is doing? 

Mr. Brann. One of the great distinctions between the Export- 
Import Bank and the Development Loan Fund, as the chairman 
really knows, is that the Export-Import Bank is on the basis of dollar 
repayments as a mandate provision of Congress; and in the countries 
where the Development Loan Fund is doing its most important work, 
the economy of those countries by any yardstick of the World Bank, 
Export-Import Bank, or private capital measurement, they cannot 

48437—60 
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take on large amounts of dollar-servicing debt. Now the chairma, 
realizes this the same as I do, and I know it, and that is the res ul dif. 
ference and the only justification for the Development Loan Fund. 

Mr. Harpy. You might, if you are going to follow that line of 
thinking to a logical conc lusion, you might come up with an oe 
ment that actually then the Development Loan Fund is the device ty 
promote the sale of products for soft currency and maybe that js for 
the purpose of strengthening Americ: rather than for the pury 
of carrying out foreign policy y abroad. 

Mr. Brann. Well, I im: igine, Mr. Chairman, you are mindful of the 
fact that any time a witness gets into any conjecture with the chair. 
man, he is bound to lose because you fellows are professionals, 

Mr. Harpy. Frankly, I feel a little bit out of my class here nov, 
country boy on this side of the table, with a banker over there wheal 
smart enough back when he was 30 years old to be serving two master 
a commercial bank and a building and loan association. I know whey 
I am outclassed. 

Mr. Branp. I hope the record will show the smile on our faces, 

Mr. Chairman, returning to your question, I think you raise ay 
important fact. I think your point is a valid point: Is what we ar 
doing serving American trade? I can tell you unequivocably how | 
feel about that point. 

Mr. Harpy. I am not suggesting that it isn’t a desirable objective, 
now, but that is not the purpose. 

Mr. Branp. I know that isn’t the purpose. There is no government, 
whether it be the United States or any other government, that can be 
responsive, in my opinion, to all of the demands in the world for 
economic deve lopment. We must tap the sources of private capital, 
The best leaders in the economic effort in the world are the U.S. busi- 
ness people, the best there are, bar none. They built this Nation and 
we all know it. We were part of it, you and I, the members of the 
committee and the members of my staff, we were all a part of this 
We have seen it done and the professionals are right here. 

I have been in this business quite a little while and I find a lot of 
difficulty in getting my friends in industry to go abroad and invest 
their money and buy E uropean equipment with that money. Nowif 
we are going to engage the real impact of our philosophy, our economic 
philosophy of America, if we are really going to engage it, we are 
going to do it with our own tools, Mr. Congressman, and the best way 
we can do it is with our own tools. 

Now I know you think I am being dogmatic about this thing and tak- 
ing only one look, but in this policy, to meet the matters that you 
are talking about, we have two things built into the structure: One is 
the word “primary,” so it isn’t 100 percent; and two is a hardship 
clause, that when things are in such a condition, that as an example,4 
lot of engineering has gone ahead, and justify reason for further 
delay, a lot of money may have been spent on engineering, then we 
have what we would call a hardship case. 

We have used this situation in the Morocco irrigation program 
about a month ago and made a loan of some $23 million offshore. 50 
we are not dogmati ic; we are not ners to a line that we serve the 
masters called American business. I don’t apologize for American 
industry, either; I think it is wonderful, I think it is the best we have 
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and I want myself to be a factor in influencing these fellows all the 
time to work right with me as a part of the U.S. Government and get 
their money and their brains, particularly their brains, and the 
cooperation, their effort, right along in this developing effort. I 
don't think any of this is any substitution. : 

Mr. Harpy. Explore with me just a little bit the way in which this 
kind of a procedure is an essential tool of foreign policy. I don’t 
rant to get into this question about the desirability of promoting sup- 
sorts of American products in this fashion, that might get us into an 
entirely different field. ; wr 

What I am thinking about at the moment is that initially the DLF 
was set up to be an instrument of foreign policy. It was to take the 
place of loans and grants of ICA, under the defense support program 
pretty much, and that was used as an instrument of foreign policy. 
Frankly, I have had a feeling that too many decisions were made on 
the basis of international political considerations, but nevertheless 
that was the purpose. 

Now. if we have come to a point where we are saying to these coun- 
tries. “Yes, we will make you a loan, but you have to buy the items 
you are going to need in the United States. Yes, we know you can 
probably buy them cheaper over here, a little bit. Now, the real 
concession we are giving you is that you don’t have to pay us back in 
dollars. Maybe if you get real tight, we won't make you pay it back 
at all.” 

That would not be your slant ? 

Mr. Brann. It surely would not, Mr. Chairman. 

Mr. Harpy. But if it is going to be the view to carry out American 
foreign policy, I would be very surprised if some of it isn’t forgiven 
in just that fashion through some means under, well, State Department 
auspices. 

Mr. Brann. I might point out, Mr. Chairman, that during this time 
when the action of the Loan Fund was not tied to U.S. policy, and 
today we make loans to a borrower, where the borrower may choose 
where he buys, what he does, he doesn’t have to buy from the United 
States, he doesn’t have to come to the Development Loan Fund, he 
can go any place in the world of his own free choice he wants to go. 
If he wants to go to Germany and buy something, bless him, let him 
go. But the Germans have several billion dollars in reserves and I 
think that they are financially able to not ask us to support—— 

Mr. Harpy. We don’t have any tool of foreign policy if he doesn’t 
do business with us. You are running him away from us and the first 
thing you know the State Department is going to be saying, “Look 
here, we have to have the help of you DLF people.” 

Mr. Branp. Mr. Chairman, I would like to add, that while this mat- 
ter Was in the same situation as you have described, the foreigners ac- 
cording to an examination we made a study of our records for the first 
*0-some million of our disbursements of their own free choice bought 
over 50 percent in the United States. 

Mr. Harpy. I don’t know what that has to do with policy of DLF. 
You have just about convinced me we don’t need DLF. 

Mr. Brann. I hope I haven’t convinced you too seriously of that. 
Mr. Mowacan. Isn’t it true that implementation, if you want to call 


it that, of foreign policy comes in making the funds available to the 
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country we are assisting rather than primarily from the country in 
which procurement is had ? 

Mr. Branp. It is exactly as you say, Mr. Monagan. I might point 
out that in conversations with Prime Minister Adnan Menderes in 
Turkey and President Ayub Khan in Pakistan, and the Ministers of 
Finance in both the countries, they said, “We have no point of discus. 
sion on the ‘Buy American’ policy. We have nothing to discuss with 
youatall. We are delighted to deal with your organiaztion on the logy 
bases that you have.” 

So it is us at home that are kicking about this, Mr. Chairman, }j 
isn’t the foreigners, and the foreign policy must be all right or the 
foreigners would be kicking about it. 

Mr. Harpy. From the foreign policy standpoint, I wonder if we 
need it? That isthe point I wanted to make a moment ago. 

Mr. Branp. I tried to point out, Mr. Chairman, the very serioys 
nature of countries like India, Pakistan, Turkey, they don’t have the 
earnings in dollars to service large increases in dollar debt. 

Now, there is justification for the Development Loan Fund and 
difference between it and Export-Import Bank. The whole issue at 
the time 2 years ago was whether or not the Development Loan Fund 
should be a part of the Export-Import Bank, and the decision was 
made in the wisdom of the Congress that they didn’t want to dilute 
the dollar lending of the Export Bank, they wanted to keep it ona 
hard basis. 

Mr. Harpy. Well, as a means of helping to bring back in line this 
balance of payments problem, how much real effect will the “Buy 
American” policy of the DLF have on that particular situation? =~ 


Mr. Branp. Well, it depends on timing and the immediate effect | 


of the policy is not in billions because the Development Loan Fund 
doesn’t deal with billions of dollars but in additives, when you go from 
one year to another, it depends a great deal upon the amount of funds 
that the Congress makes available to the Development Loan Fund. 

And in answer to the same question Senator Fulbright wrote to me 
some months ago, the answer was given to this, and I would like to 
insert the answer in record. 

The question was: 

Will the change in DLF policy have a depreciable effect on U.S. balance of 
payments? 

The answer I gave Senator Fulbright is: 


Because implementation of policy is only beginning. The immediate impact 
on the balance of payments will not be large. But this impact would increase in 
time and become particularly significant as a higher level of DLF disbursements 
of new loans is achieved annually. You will recognize that the long-term effet 
on U.S. balance of payments cannot be stated with any precision since such 
an estimate would have to be based on future availability of resources to the 
DLF, which only Congress can decide. At any rate, the effect of the change 
DLF policy on U.S. balance of payments should not be appraised in isolation 
It is one step which the Government has taken in light of our payments position 
While the estimated effect of the change in DLF policy is not insignificant, the 
total effect of our policy in conjunction with the actions of other governments il 
removing their trade discrimination and liberalizing their financing should have 
appreciable effect on the balance of payments. 


Mr. Harpy. I was just trying to see if we could measure a little bit 
[ don’t know. Projected to 1964, I believe your estimate Is a little 
over a billion dollars in 1964 for DLF. Is that right? 
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Mr. Branv. I don’t believe we ever made it. 

Mr. Perry. The last year is 1965. 

Mr. Harpy. Well, this is a document prepared by Mr. Toner, 

rently. 
TS Beso. This is before my time and this paper never came to 
the attention of the Board of Directors. 

Mr, Loomis. I might say this paper was given this morning to the 
committee and it is a staff paper on procurement policy, generally, 
I hope I didn’t misunderstand the request. I didn’t understand I 
was supposed to bring over figures of estimated expenditures. They 
happened to be in this memorandum which was prepared last summer. 

Mr. Harpy. You don’t mind making an estimate—that wasn’t our 
purpose, either—— _ 

Mr. Loomis. No, sir; but I had not made any effort to get our latest 
judgment. This is 6 months ago. ; 

Mr. Branp. Let’s put it this way, Mr. Chairman, I don’t know 
about the preparation of this last July when I was not with the Fund, 
but management is not today responsible for these figures. If you 
want a new estimate, I would be glad to prepare it. 

Mr. Harpy. No. But I had assumed, apparently this estimate was 
made by some of your people who were competent in the area at least 
and although it may be out of date now, as of that time, as best as 
they could see in the future, it would indicate a cumulative total of 
something over a billion dollars by 1964. 

Now, if we continue to have a deficit in the balance of payments, 
that would not make very much of an imprint, but it would be a help, 
as you have indicated. 

Mr, Branp. I would say say to the chairman, you have to start 
some place in reversing the trend. Now this is one of the places that 
the U.S. Goverment has started. Another is increase in exports and 
many other phases that will affect it, but this is only one and we by 
no means take the credit for any possibility of correcting the whole 
situation related to our balance of payments. We are merely part 
of the great big endeavor. 

Mr. Harpy. I think we have pretty well covered that particular 
aspect of it, as far as I am concerned. Do you have anything else? 

Mr. Monacan. Just to clarify: You speak of between $4 billion and 
$5 billion. I have been reading in recent months of estimates be- 
tween $3 billion and $4 billion. Is this $4 billion to $5 billion a final 
figure for the year ? 

Mr. Branp. No. ‘The $4 billion to $5 billion figure was the figure 
we used in our discussions in late September and early October at the 
time this wasmade. The Department of Commerce figures have given 
us some reason for a little more optimistic view. 

Mr. Monacan. Now, some of the other countries such as Germany, 
for example, as well as Russia, have development loan organizations; 
is that right? 

Mr. Brann. Not of the type we have; no. Generally speaking, the 
loans that are made by the groups abroad are made primarily by a 
company itself that is selling its goods and then they are insured by 
an export insurance group, that is, of the government, and in some 
instance that is a private institution and in other cases it is a semi- 
quasi-public institution and they will, for a stipulated fee, make certain 
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insurance or guarantee provisions for the exporter. Generally speak 
ing, that is done on a short-term basis, as most of the countries of 
the world, unlike the United States, live by exporting and it js ee 
lutely necessary for them to export. Britain is a good example : 

This program is 60, 90, 180 days, what our commercial banks do her 
all the time. It is the activity that neither the Export-Import Bank 


or Development Loan Fund has ever been engaged in. Now the 


encouragement that we are giving them and the Under Secretary is in 
his visits in Paris and negotiations in London have been to set up : 
group to consider how these countries are going to have agencies like 
the Development Loan Fund organizations that will be able unde 
the laws of their nations to make long-term commitments. 
Now, in some instances like Germany, for example, they made g 
long-term credit to Greece recently. This is something new. 
Mr. Monacan. That is what I had in mind. 
Mr. Branp. But that was not through any instrumentality sue) 
as Development Loan Fund; that is my understanding. 
France made an offer of $15 million for 20 years at 6 percent, 


for the first time to my knowledge, except to Colombia, the firg | 


time in recent years that they have gone out of their colonial are 


to make an offer of capital, so the thing is working. That is, the 
. . F | 


other countries are now coming in. 

Mr. Krupp was in India the same time I was and he was speaking 
to them about an enlargement of this steel plant I mentioned jp 
Rourkela and was speaking to them about long-term financing as 
contrasted to the fact that when it was built, the Germans got two- 
thirds of it in cash and the balance of one-third on 2-year terms. Now 
they renegotiated that last part of it and made it into something like 
12-year terms, but Europe has been selling on cash or short-term for 
the most part, offering what we would call exporter credits, similar to 
Export-Import Bank export credit. 

Mr. Monacan. Do you know what the procurement procedure or 
policy would be with reference to the loan that I had in mind, whieh 
was the German loan to Greece? 


Mr. Branp. This is the only departure that IT have any knowledge | 
of that any loan made by any other government, whatever it may be, | 


which was not with a tied procurement policy. In that case, so] 
understand, they told the Greeks they might use part of it for local 
cost purposes. I think that is correct. 

Mr. Perry. Correct. But I think they can buy anywhere in Europe 
T think some of the German export insurance arrangements do provide 
for procurement in Europe, but it is not a free worldwide procurement 
policy. ; cae . 

Mr. Harpy. Before we leave this Buy American policy, is it appli 
cable to your loans to the development banks? 

Mr. Branp. It is not applicable to any loan that we have mate 
up to now to development banks. All those have been made hereto 
fore, nor is it applicable to any other loans that we have made prio 
to October 20, 1959, including $895 million. Those are all-inclusive 
of this policy and, as you know, our lending authority is now i 
$1.400 million, so almost $900 million is not applicable. a 

We have now under study how to handle procurement policy 
the development banks, but every indication is, and certain parts of 
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{his I imagine should be in executive session, but every indication is— 
J think I can make this statement publicly—that we will not have 100 

06 ‘ocurement. 

Pee tier. I should think it would be very difficult to do much 
‘n connection with these loans through development banks. ai ke 

In connection with this policy there seems to me to be some simi- 
larity in objectives between this Buy American policy and what the 
Secretary of Commerce or Department of Commerce apparently had 
‘n mind when it suggested that offshore procurements be put on a 
performance basis. procurement for at least steel, the thing that was 
mentioned, put on a performance basis in order that American pro- 
ducers would have a better competitive position with foreign 

ers. 
Wa kes there been any analysis of the extent to which we could 
compete on a performance basis where we might not be able to com- 
pete on a tonnage basis ? 

Mr. Branp. We have under constant study the problems that you 
are mentioning. Prior to this time there was no reason for this 
kind of endeavor. 

Mr. Harpy. The Department of Commerce wrote the Development 
Loan Fund a letter in 1958. Were you familiar with that letter? 

Mr. Branp. No, sir; I was not at DLF then. 

Mr. Perry. I am not familiar with the applicability of this in 
terms of steel. I can’t address myself to the question the Department 
of Commerce raised because it is beyond my competence, but in our 
loan agreements as a matter of standard policy, when we had the 
worldwide procurement policy, we did require that the specification 
be written in terms of U.S. standards so that the U.S. manufacturer 
would have an opportunity to bid. In other words, the specifications 
were not written in such a way that we would be automatically 
excluded. 

Now, whether this is responsive to the Department of Commerce 
letter or not, I just can’t say. We can ask our chief engineer. 

Mr. Harpy. Of course, in connection with this letter from Com- 
merce—it was signed by Assistant Secretary Kearns and addressed to 
Mr. McIntosh, October 28, 1958. 

I wonder how this thing got sidetracked so long and whether or not 
anybody has actually paid any attention to it. Somebody’s short- 
coming was recognized by one of your own people, Mr. Delaplaine, 
when he said, “We goofed on this,” and it had been delayed so long 
that he said he didn’t even want to reply to it. 

Now I just wonder, somebody certainly must have known about the 
Department’s recommendation and certainly it was designed or it 
would have had the effect of tackling this problem to some extent, at 
least insofar as steel is concerned. 

Mr. Perry. As I say, we approached it as a matter of a standard 
requirement in our agreements that all specifications be written in 
terms of U.S. standards so that American manufacturers would be 
able to make bids. Now I will have to say on this particular thing, we 
can check on it and I will make a report to you tomorrow after I have 
had a chance to talk to our chief engineer. ~ 

Mr. Harpy. One of the major complaints against ICA by U.S. con- 
tractors was that in their procurement, they didn’t even give them an 
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opportunity to bid, a practical opportunity. We have had quite, 
number of complaints about that particular thing insofar as IC\ 
loans and grants were concerned. It wouldn’t mean too much that yoy 
put in a specification requirement which would permit American gy, | 
pliers to bid if they had no practical opportunity from a Standpoint of 
time or other considerations to go into the preparation of a bid. Hoy. 
ever, I see no indication that is a part of DLF’s program, but it Was q 
complaint against ICA’s program. ) 

Mr. Branp. I am no expert on this subject, Mr. Chairman, by; tI | 
understand the methods in Europe are quite a little different ti 
here in the United States. In other words, when they get ready to 
make a bid on a partic ular item, the engineering and so forth j is done 
by the person that is doing the bidding while here we require engine. 
ing and so forth to come ahead of ‘the time of bidding and sppq. 
fications. 

There is some distinction on that that might be pointed out, but 
until Mr. Reddan pointed this out in his paper this morning, T had pot 
heard of this letter from Mr. Kearns and so I could not be of any 
assistance to you on it. . 

Mr. Monacan. Mr. Chairman, I should like to ask for just an ey. 
ample of the standards that they are talking about here with referene | 
to steel. 

Mr. Perry. On the steel, I just can’t do it. 

Mr. Monacan. Or anything else. 

Mr. Perry. Well, I think in times past, specifications often wer| 
written, say, in terms of the French specification. 

Mr. Monacan. Time and performance or what ? 

Mr. Branp. I will give you an example, Mr. Monagan. 

In large turbine construction, there are, of course, as you know two 
types: One, the steam turbine run under heat and the other, hyd 
electric where the generator is running cool. Our country bu 
turbine under very, very limited spec ifications and have tight specif 
tions; that is, our manufacturers here, so that maybe the rated a 
formance is 100,000 kilowatts and it will run 115,000 kilowatts. They 
will run under this tremendous heat without interruption month in 
and month out. 

They have been built under specifications that are so close and» 
‘confining and restrictive that the performance is that way. 

The European equipment of this nature, so I have been informed, 
is not that way. They more or less follow on the type of construction 
for hydroelectric which is cold running and of course they are tre 
mendously competitive with the U nited States and in many it- 
stances, I think, they are even more than competitive, they can bett 
our price where their performance is not regarded so highly as the 
performance of our equipment. 

That is one of the main distinctions between European standaris 
and U.S. standards that has a very important element in the DLF 
because we do fiance a lot of electrical equipment. 

Now a recent case in India, General Electric bid on two of thes 
very large massive units, 130,000-kilowatt units each one, and the 
were awarded the bid, although the amount was a little bit higher 
Now by a little bit, I think if my memory serves me, the amount wis | 
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¢500,000 higher and the total involved was something in excess of 
ta 10 percent, but on the basis of performance, the addi- 
tional wattage those units would produce and on the servicing of the 
mits over years of performance by their own choice, and they could 
have done either way they wanted to with DLE money—they could 
have gone here or gone abroad—they bought General Electric equip- 
ment. } ‘ ‘ . 

Mr. Hurcuinson. We did require the borrowers to prepare their 
requests for bids in terms of American standards so that the Ameri- 
cans could bid. jolt 

Mr. Perry. For example, it might be they would put out all the 
standards completely in the metric system, and the American bidder 
would beeliminated. So we required it be either. 

Mr. Harpy. But you didn’t require any specifications which would 
make it easier for the American producer to compete ? 

Mr. Hurcutnson. We made it easier for him to bid. 

Mr. Harpy. Made it easier for him to bid. 

Mr, Hurcurnson. We didn’t require that the project be built to 
those specifications if it could be built to perform what they wanted 
and they could get it done another way. 

Mr. Harpy. Did you give them a requirement that the bids be 
offered on a performance basis ? 

Mr. Perry. I think we will have to get Mr. Moorman up here to 
answer your question. 

Mr. Harpy. Here is the reason, and I just want to see if we can 
get this thing pinned down. When did you put into effect a require- 
ment that there be at least a reasonable opportunity for American 
competition ? ae 

Mr. Perry. That we had right from the beginning—a provision 
through the small business office of ICA that there be advertising or 
notice of the activity, at least 30 days, prior to the time they take 
procurement action. 

Mr. Hurcuinson. This of course did not apply, Mr. Chairman, to 
those situations where finance had already been placed. 

Mr. Harpy. Mr. Chutter, in his memorandum of May 29, 1959, to 
Mr. McIntosh, breaks down the steel procurement under loan No. 2, 
a $40 million loan to India. As of that date, there had been approxi- 
mately $11 million of steel procurement, out of which $32,416 worth 
was procured in the United States. 

This memorandum was written 8 days after Mr. Delaplaine wrote 
his “goof” note on the margin of the letter from the Department of 
Commerce. 

It seems obvious that up to this point there was a feeling that 
DLF had not done too much to assure reasonable competitive consid- 
eration for the American producers. 

Mr. Perry. We will check on the technical side of it, but the Indians 
did agree at the time we made the loan, if U.S. prices were within 
range of the European prices, that they would buy in the United 
States, 

What they had in mind was getting the bids and then going back 
to American suppliers and saying, if you are a little high, would you 
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reduce, could you come down. But when the bids came in, ag ] say 
the range was anywhere from 25 percent to over 100 percent higher 
and it was on that account that we then said, we will not hold you ty 
the verbal commitment you made. 

Mr. Reppan. Sort of a gentleman’s agreement. 

Mr. Perry. Gentleman’s agreement and they laid all the facts and | 
figures out. 

Now the thing I could not answer for you today, and I will be & 
lighted to take 1t up with the help of Mr. Moorman when we cap, ; 
what significance the Department of Commerce letter might hay | 
had in that decision that we made to let the Indians go ahead, | 

Mr. Harpy. I don’t know that is too important. However, it causa 
somebody to think about it a second time and that is important, Jp. 
sofar as this Department of Commerce letter is concerned, I am gy. 
okra that somebody over there didn’t at least see that a reply wey 
»ack to the Assistant Secretary. Apparently they didn’t. If I ha 
been sitting in that kind of spot, I expect I would have put in ,| 
followup. 

Mr. Hutcuinson. I was going to say I am surprised the Assistany | 
Secretary didn’t. 

Mr. Harpy. Iam too. If he felt strongly enough to write the letter 
in the first place, he was slipping a little bit to let it run so long with. 
out even getting an acknowledgment. 

Mr. Branp. Mr. Chairman, I appreciate the liberality you are ex. 
ercising on my side of the table here, but I do think it a little bette 
if our people would ask for recognition of the Chair before they spoke, 
I know there is a difference, that you want their experience before | 
became a member of the DLF, so you rely on the people who wer 
there, so please excuse us, we are not trying to run an informal hearing, | 
I assure you. 

Mr. Harpy. Mr. Brand, I am a rather informal man myself. 1| 
don’t object to it at all, just so long as the stenographer can identify 
the person speaking. I prefer it this way because I think we ew 
actually make better progress, so please don’t be concerned about that 
at all. 

Now I think maybe we better move on to something else here. 

Mr. Branp. I would like to make one comment before you leave this 
Mr. Chairman, I have had many talks since we have had our new 
procurement policy, with the officials of a great many companies in the 
United States. They tell me this story, that before we had this poliey, 
it was generally recognized that the DLF was dealing on an offshore 
policy and in many instances, particularly in big things, that the 
Americans weren't going to get very much of a chance because of the 
distinction, the differential in price, that it costs a lot of money to bid 
on a piece of business, to prepare the engineering, to do all of the 
things that are necessary, and it just didn’t seem that they were going 
to get much real consideration because of a price differential. 

And many times quotations were given almost just by taking out the 


list book and give them a quotation. Now we find that the America | 


concerns have a very different attitude. They now know that the 
are on a real competitive basis, that procurement for the most pat 


will be in the United States but they still have plenty of competition. | 
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I think it would be an inducement for them to work and strive 
harder to meet the competition abroad because of the fact that this is 
bringing the Europeans to the time when they are extending terms 
of credit and we know just how important terms of credit are in the 
United States. ; anon 

We have been on a credit basis for a good many years here and the 
wheels of our economy would grind to a stop if it weren’t for the 
tremendous credit facilities we have. 

And the more those credit facilities are available to our friends in 
the underdeveloped countries from Europe, the more competitive the 
market is, but the competition will be in the marketplace. It will 
increase and I have confidence that the Americans are pretty good 
competitors. : 

Iam very glad you pointed out these various things that have hap- 
pened before, because today, at least, the DLF is completely alive to 
the potential of how important it 1s that the Americans have the 
facilities to bid, no matter because the point is this, we don’t know 
whether they are going to buy or borrow money from the U.S. Gov- 
ernment when they may offer a tender as they call it. | 

They get bids from all over the world. If the bid looks favorable 
then, they may come to the U.S. Government through DLF or Ex- 
port-Import Bank for financing. So it is really a competitive position 
in the world and it is becoming more so as we go along. 

Mr. Harpy. Well, we are finding a good many of our own domestic 
steel consumers are able to buy European steel shipped in here cheaper 
than they can get U.S. produced steel, so our competition in other 
parts of the world is bound to be accentuated, it seems to me, and if 
there should be an increase in the steel price growing out of this wage 
increase our competitive situation becomes that much worse. It is a 
very difficult problem. 

Now, were there some other policy matters that you wanted to touch 
on! 

Mr. Brann. Yes, Mr. Chairman. 

I should like to discuss with you for a few moments the techniques 
used by the Development Loan Fund and I think India is a very fine 
place to make an example of the various techniques used by the Devel- 
opment Loan Fund because in my judgment a good job has been done 
in handling a very difficult situation from a foreign policy standpoint. 
I know that the chairman has expressed himself that, perhaps, not 
quite the urgency may have existed in India that was felt at the time, 
but on the basis of the judgment exercised at that time, and I know 
that my hindsight is a lot better than my foresight, I find that the tech- 
niques employed at the DLF have been unusually successful both in the 
Export-Import Bank and the World Bank. 

his involved the use of advance commitment and I certainly dif- 
ferentiate advance commitments from annual commitments. 

_Advance commitments are in the context of a line of credit, but this 
line of credit technique has built in it a very important part of it, a 
heeessary part of it, a fundamental section of it, the use of the money 
I project or program financing. I want to carefully point out that 
in any case where the Development Loan Fund uses the technique of 
advance commitments or as is done in the Export-Import Bank the 
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line of credit has no relevancy to a loose handling of the disbursemen; 
of the funds before any disbursement happens or any real commit: 
ments like a loan agreement, the necessary judgments are made on the 
basis of either a project or a program. 

Now, I know the re is a distinction between the word “project” and 
the word “program,” and I believe I would be much happier, Mr, 
Chairman, if I could say to you the Development Loan Fund does gb. 
solutely nothing until the most wonder fully designed engineered judg. 
mentproof projects are complete, but that isn’t the way the Develop. 
ment Loan Fund works. 

We are going through and have gone through a period of trangi- 
tion and I think the chairman pointed out exc ellently in his observa- 
tions a moment or so ago when you stated that it is a transition from 
the grants, the give-away program to a new type of lending program 
and “from then on, it continues to a position where this country will 
operate only on hard loans like the World Bank and the Export-In. 
port Bank, ‘and then into the area when they could use the hardest of 
all—the commercial banks, private financial institutions of the world, 

In this transition period, and particularly in this transition period, 
it was very necessary, and I think good judgme nt was used in doing 
some type of lending in the program sense. Let me give an example 
and certainly comparisons are generally a little onerous but at least 
there is justification in this particular example. 

During my visit in India I found that there is a real problem of the 
use of steel when the new production of steel becomes existent, and it 
is pretty hard to time the outflow of a big steel plant. Even some of 
the American steel plants don’t quite put out the steel in a 
expected at just the expected time. But to get the fabricators of steel] 
so they are ready to take on this increase in production, they had to 
have steel products. Now, by steel products I mean semifinished 
products, steelplate, the various different types of rolled products that 
they would fabricate into many different products in India. 

To fill the gap at the time, it seems sensible that we finance some 
of these component parts, as you might like to call them, or semi 
finished products, so that the industry under the level of the big raw 
material producing steel companies would grow gradually in the j- 
year period it. takes to build the steel plants and when this output of 
steel became evident, they would be in position to handle it and make 
it useful in their economic advances. 

Now that is what I refer as one of the better examples of a tran- 
sitory period or a program. It does have a beginning like a project: 
it does have an ending like a project. It isn’t just filling the gap of 
a period when a manufacturer needs working capital as contrasted 
to that, Mr. Chairman; it is not that at all. It has a desired produe- 
tive end result. 

Mr. Harpy. You mean where you take up a particular project with- 
in somebody else’s program ¢ 

Mr. Branp. That is one way to put it, it may be very well put that 
way. 

Another instance, not quite as easy to describe, is the first railroad 
loan. Their steel goes into railroads under a conception at the time 
that it would produce X number of railroad cars, 2,500, I believe was 
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the number in that, they would produce so many pieces of rolling 
stock, the frames for railroads. say. 

It would produce so many locomotives, I think 300 was the number. 
[ had a chance to meet with the railroad people and I had a chance to 
observe some of their equipment in various places in India. it 

[ think, I am no expert, I am dependent upon others, but in just 
my own visual observation it is one of the best managed railroads 1D 
the world. But the point I was interested in that at the time we first 
talked about these loans, the railroads were having pretty much of 
a difficult financial time, but in the 2-year period, in the year 1959, 
they will make a profit somewhere in the neighborhood of $100 mil- 
lion, something just under $100 million. : 

Now if they had to stop during this period, they were so closely 
related to the whole economic approach of the first 5-year plan, and 
second 5-year plan, I think something like $11 billion is involved in 
this, in one 5-year plan. 

You take transportation away from them. You don’t take a part 
in increasing that transportation. It will have an undesirable effect 
on the whole program in which we are engaged. ; 

Again I point out how realistic your observation is, “Why in the 
name of Heaven didn’t they use the money quicker.” But it is still 
in the conception of an economic approach that is confinable toa 
definite program, a definite objective and I don’t know whether it is 
right to call it a project or program. I think either one is all right. 

Mr. Harpy. Let’s talk about that just a minute and see if we under- 
stand how this thing is done. 

On this railroad loan you had a great big program. What was it, 
a $4 billion program, something like that ? 

Mr. Branp. You mean overall everything, World Bank and every- 
body else? 

Mr. Harpy. That was a program that was already well along before 
the Development Loan Fund took its slice of it. So what in effect you 
did was to say, “We will underwrite a portion of this, which is some- 
body else’s program. We will take a project within it.” Maybe that 
isnot what you called it, but that is 

Mr. Branv. Well, not somebody else’s program, India’s program 
wasn’t “anybody else’s.” 

Mr. Harpy. India’s program and somebody else was financing it up 
tothe time you got into it? 

Mr. Branp. At the time the program started the reserves of India 
were about $1,600 million. At the time that hour arrived, there were 
about $600 million, a fall of $1 billion in reserves. The Indians had 
ground to a standstill. They couldn’t finance the program they were 
on and that is about where they were. 

Mr. Harpy. The World Bank had already come in for a sizable 
chunk of it before DLF did, didn’t they ? 

Mr. Branp. Yes, sir. 

Mr. Harpy. So what you were doing was participating in a pro- 
gram which was already underway and which was partially financed 
bythe World Bank. Did the Export-Import Bank a ready have a loan 
in there, too ? 

Mr. Branp. Not for the railroads. 
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Mr. Harpy. Well anyway, presumably there were others participat. 
ing in this loan. 

Mr. Brann. We do that constantly. 

Mr. Harpy. I am not critical of it. 

Mr. Branp. That is one of the things we are the happiest with, that 
we don’t have the whole load resting on the shoulders of Uncle Sam 
somebody else is participating, too. 

Mr. Harpy. Yes; but here is the situation under which you come 
in. After the fact, when the thing is already in progress and so fap 
as I can see from the figures we have had before us this morning op 
this particular loan, the World Bank had the biggest slice of that par. 
ticular program. 

Now, as you said, we like to have somebody else participating with 
us. I expect World Bank was glad to have DLF participating with 
it, to make its security a little bit better. 

Mr. Branp. Oh, there is one big reason for this. There is a reason 
in the justification for the DLF that I made an effort to point out 
to the chairman, that the day arrived when the World Bank made 
a judgment that it couldn’t quite respond in dollar loans to all the 
needs of India and it would be very helpful if the DLF would come 
along and respond with some repayment in Indian currency. 

Mr. Harpy. Now, you are getting down to what I wanted to under. 
stand. The entire decision with respect to DLF participation ip 
this loan was based on overall political considerations rather than any 
independent analysis by DLF of the economic feasibility of the loan? 

Mr. Branp. I don’t quite go so far as to agree with the chairman 
on that because of this important fact or that at that time, the DLF 
was a part of ICA. The whole conception of the Congress was that 
we should rely, DLF, on somebody else in some important matters, 
that some other engineer, some other economist, and so forth, asso- 
ciated in some U.S. agency or the World Bank agency. 

The ICA had been in endeavors in India. We have put in India 
something like $1,600 million in the last 10 years. This is not new 
when the Development Loan Fund came in with the first $40 million 
loan. 

The examination of all the technical matters had carefully been 
done by the World Bank and ICA and we had the advantage of the 
review of those matters and there is no reason for DLF to do it again 
and I think they had seven employees when this was done, and I 
don’t know who in the world would have done it in DLF if they had 
it to do, but they had it all before them. And maybe seven is an 
understatement, but I think not. 

Mr. Perry. Might have been an overstatement. 

Mr. Branp. So you see 

Mr. Harpy. What I am trying to understand, if I can, is really 
what was the basis on which the decision was made to make this loan. 
It was not on any economic evaluation, was it? Was it in order to 
help bail the World Bank out, or was it strictly a matter of backing 
up our diplomatic negotiations with India? 

Mr. Branp. I think, No. 1, Mr. Chairman, that you never can di- 
vorce an activity of the Development Loan Fund from the word 

“political.” I shall make no endeavor in any way to do it because 
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the Congress directed that the Development Loan Fund shall be 

der the foreign policy guidance of the Secretary of State. 
YN w that has the conception of the word “political,” so in our dis- 

sie you will understand that I always feel there is some political 
Ys tter involved in any loan the U.S. Government makes abroad. 
Secondly, that when I told you that we had and did review the 
engineering and the economic analysis of the World Bank that there 
was taken into consideration an economic concept of the program and 
here still is, because I think it is basic. 

[ don’t think you have to go read a stack of books to know that you 
have to have transportation in a country. It is one of the first and 
dementary things as the chairman well knows and agrees with me 
that you must have in a country. Transportation is No. 1 before 
you move in any of the other economic fields. 
“ Mr. Harpy. I don’t want to belabor this particular point on this 
joan. J think there was some pretty clear indication | in the docu- 
ments that we had under consideration this morning in connection 
with that, and I believe there was a statement in one of the supporting 
documents, written by Mr. Lynch, to the effect that the desirability of 
this loan or the reasonableness of it, or something of that kind, was 
“sbvious to a layman.” 

Well, maybe that is so, and I am not trying to suggest that a com- 
plete engineering survey by DLF or ICA was essential at that stage 
of the game, but I am trying to understand the basis on which the 
decision to make the loan was made and whether it may have been 
simply an agreement reached between Mr. Dillon and some Govern- 
ment of India official. 

I don’t know, and that may not be the situation at all. But on the 
other hand, it could be, in which case it would fall within this category 
of political considerations that you mentioned. 

Mr. Branp. You may recall, Mr. Chairman, that before the loan 
was made, that notwithstanding that an investigation had been made 


| here, that the Indian Government sent a group of technical people to 


visit inthe United States and discuss these various segments of poten- 
tial loans with the Development Loan Fund and the Export-Import 
Bank and a team, including the gentleman you just named, Mr. 
Lynch, went to India and looked into these matters with extreme care 
and I believe that Mr. Lynch is one of the best recognized economists 
in Washington. 

He was chief economist of the Export-Import Bank, has an out- 
standing record, a doctorate from Harvard, and if he didn’t consider 
the economics, why, we have the wrong fellow. 

Mr. Harpy. I am not going to pass on Mr. Lynch’s qualifications 
and lam making no reference to his judgment, but I am simply quoting 
what he said, and I gather from that he considered nothing more was 
required than a layman’s evaluation. At least that is what the memo- 
randum said to me. 

Now, maybe that is all that was necessary under the circumstances, 
but I just wanted to understand what it was. 

ff the record. 
(Discussion off the record.) 
Mr. Harpy. On the record. 











390 DEVELOPMENT LOAN FUND 


Actually I don’t know whether there is much point in pursuing th 
further, but I did have a feeling—I am not suggesting there is sk 
thing wrong with this necessarily—but I did have a feeling thy 
there was a determination at a pretty high level that India needs g 
little help and if we are going to stay in good graces down jn that 
part of the world, it might be a good idea for us to participate jn thi 
loan. It is all right, if that is the basis on which it is done, I wa 
just trying to understand what did go into it, that is all. Ts they 
anything further we need on this? 

Mr. Reddan has indicated that actually the basis for the loan yy 
probably a recommendation from the Ex-Im Bank. : 

Mr. Reppan. I have reference, Mr. Brand, to a memorandum of tly 
Board of Directors of the Ex-Im Bank, January 3, 1958. There is yy 
classification given on this document, so I assume it is unclassified 

As you probably recall, Mr. Brand, one of the recommendations a 
that time was that the Development Loan Fund allocate $100 millig, 
for loans to India to finance purchases which are not eligible or gp. 
propriate for financing under the Ex-Im Bank line of credit. a; 

Mr. Harpy. That is usual Ex-Im Bank procedure? 

Mr. Branp. They can tell us what to do, you know. 

Mr. Harpy. You were telling them that. 

Mr. Branp. If we get by with that, Mr. Chairman, and I want t 
get this on the record, that is really an event. That is really an event, 

Mr. Harpy. You mean if Ex-Im Bank was able to tell DLF to mak 
a $100 million loan which Ex-Im Bank didn’t want to handle? 

Mr. Brann. We are always subject to that, you see. Every loan we} 
have goes to Export-Import Bank. If they are not interested in it 
they tell us. It is the reverse that I would like to witness sometime, 
Of course that would be something out of this world. 

Mr. Harpy. Hasn’t the Ex-Im Bank gotten around to the point] 


where they tell you to get out of their field, that you are stepping a 


their toes and taking some of their loans? 


Mr. Harpy. Anything further on that ? 

Mr. Reppan. No, except the recommendations contained in this 
memorandum of the Board of Directors of the Ex-[m Bank were con- 
curred in by Mr. Dillon in his memorandum to Secretary Dulle 


Mr. Branp. I don’t believe they express it just that way. | 
\ 


dated January 6, 1958, in which he said, “We agree with propos | 


for DLF and IRBD loans.” 

Mr. Harpy. Now, did Mr. Dillon do that—he was not at that tim 
chairman of the Board ? 

Mr. Branp. Oh, yes, he has always been chairman. 

Mr. Harpy. I wondered which hat he was wearing when he wrott 
that. Maybe he was wearing them both. 

Mr. Branp. That is like an editorial I read about which hat was! 
wearing not long ago. 

I think, Mr. Chairman, that I have finished the discussions of tl 
policy issue matters that occurred to me that would be of particulit 


interest to the committee and now I would turn, with the chairman | 
permission, to responding to any questions that the chairman or met | 


bers of the committee have in connection with other policies whit 
you would like to discuss. 


a 


cus 


you 
cha 
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wing this Mr. Harpy. First of all, let me express appreciation for this dis- 
e is any.| cussion we have had on these policies thus far. . 
ling tha Maybe some of the other members of the committee have some 
A Needs, | questions. 
Nn in tha Mr. Meader, since you were delayed and missed part of the sessio1 
te in thiy| do you have any policy questions that you wanted to pursue with Mr. 
e. I wa Brand ¢ ; sone 
Ts ther Mr. Meaper. I certainly have. 
Mr. Harpy. Go ahead. 

loan wa Mr. Meaver. If they have been covered, I would be glad to just read 

"| the record. my apn she 
um of the I know Mr. Brand and I have discussed this general subject and that 


here isny| is the use of the DLF funds and powers to promote private enterprise 
classifi, | systems and to lend support to private capital enterprises in foteier 
dations yx} countries. Now, if that subject has been covered, I don’t want te i 
0 million | repettious, but I would like to clarify some things if I can en 
ble or ap. I presume that in India there was very little of DLF funds that 
ie! Fa went to the private sector. I don’t like that word private anche? . 
I would like to know how much money found its way into the fit oa 
| cing of enterprises which were non-Government owned or contr« led? 
Mr. Harpy. Go ahead, we haven’t been into that area yet at 1). 
I want t Mr. Branp. There are several significant loans that had . bo ‘or 
ran event,| effect in the private sector and, Mr. Meader, I have the advant psp 
F toma} you, 1 am looking at a chart here. You have that Mr. R .d Hen h 
le? | chart performance. ne ee 
ry loan we} Mr. Reppan. Oh, yes. 
ested in it (The chart under discussion follows :) 
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Utilization of proceeds of all loans made to India to date 
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Mr. Branp. I thought I had an extra one here among my papers. 
do, here is one, I will give it to you, Mr. Meader. 

Let me point out the ones that had an impact in the private sector. 
First a portion of the railroad modernization expansion, that is not 
solely governmental. ra 13e56 etd 

You know the concern called Telco, which is a TATA private enter- 
prise, 100 percent, is a very major producer of locomotives and other 
kinds of railway equipment. Part of it went there. ’ 

Mr. Meaver. Now, let’s Just see, you lent the money to the Govern- 
ment-owned railroad company, and they in turn purchased— 

Mr. Branp. We made the loan to the Government of India. — 

Mr. Meaper. They in turn used part of the funds they received 
from you to purchase something from a private company. 

Mr. Branp. The way it worked was that TATA put up the rupees 
to buy certain steel, or components that go into his factory and then 
he didn’t have dollars, so the Government converted the use of our 
dollar funds to buy the material that TATA was paying the rupees 
for. Now that is the mechanics of how it worked, but the benefit was 
directly to the private enterprise, but the loan was not made directly 
to them. 

Mr. Meaper. Isn’t that about the same as any government activity, 
where procurement is from the private sector of the economy ? 

Mr. Branp. Well, if you are asking do I generally approve that 
technique, I do not. I do approve it in the manner in which they 
were trying to reach this Indian situation at that time. I prefer, 
today, in our future activity to deal directly, as in this case, with the 
TATA Co., make them a loan for the purchase of equipment, or what- 
ever the loan is to be for. That would be our conception today. 

Mr. Meaper. How much did that amount to? 

(The chart showing DLF loans to India by sector of use appears on 
p. 407.) 

Mr. Branp. I can’t tell you that, but I will be glad to submit the 
figure. In fact, I will submit the figures of our estimate. I don’t 
think we can boil it down—it would be an estimate on all of these 
that Iam going to mention. 

The next is road transport, cement, jute, and refractories. There is 
an important part of this in the private sector, including the firm in 
Bombay in which the Kaiser interests now have equity interest and 
making jeeps and jeep trucks, as one example. 

Again, we will give you the figures. 

In No. 13A, the steel imports. 

No, 13B, steel imports for private sector projects, that entirely went 
tothe use of fabricators of steel in private companies. 

And the last, No. 78, was again 100 percent for the end-use benefit 
of the steel project. I passed the No. 40; that again is for 100 percent 
for the end use in private sector. 


Now I might liken this, Mr. Meader, to a loan to a development 





| Institution. That might be a governmental or quasi-governmental in- 


stitution, They in turn make a loan toa private company, small loan. 

It is very difficult to make loans 10,000 miles away, but end use is for 

the benefit of that private company and the Government entity doesn’t 

get anything out of it except a servicing charge, a very moderate one. 
Mr. Meaper. Does India have a development bank? 
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Mr. Branp. They have three different types and I believe ] har 
mentioned all of these in the record, but I didn’t go into it extensively 

Now I think it is very important that I do so sometime and if the 
chairman will permit, I would like to mention one very IMportayy 
factor. They have three: the IFC, Industrial Finance Corporati 
which has extremely excellent management. It is very outstanding 
and we will give you a paper reviewing the whole management stpy. 
ture and what they do, and so forth. 

The next consequence is what is called the Small Scale Industrie | 
Now that is a segment of the Government. Both of these are | 
percent owned by the Government. 

Now Small Scale Industries does not make loans to industries, th 
buy equipment and sell it to a member of private industry on ap jy. 
stallment basis, depending upon certain circumstances. And it rp 
as high as only a requirement of 5 percent downpayment. Generally 
speaking their terms are 7 years and they charge a service charge of 
6 percent, never below, and never above; that is what it costs, 6 per: 
cent to the industry. 

Last year, Mr. Kirby I think knows more about this than I do be 
sause he dealt with them more than I, had an opportunity and visite)! 
several of the concerns that they were working with, it was 3,6) 
different companies that they assisted in this program last year, 

Mr. Kirsy. That is exactly correct. 

Mr. Branp. Now part of our money went into that, Mr. Meader, part| 
of the end use was in that program. Now just what part, I am unabe 
to define. We are now considering a moderate loan for this purpose 
that will be specifically for this Small Scale Industries group. 

Now there were over 8,000 transactions involved and over 3,600 com 
panies. The average ran between $30,000 and $40,000. So it is a big 
operation. It has a very wide range acceptance almost throughout 
India and some of these places we have to use these built-in procedures 
to make effective loans to the smaller enterprises and I personally hay 
the feeling that making a loan to the small fellow is of tremendois | 
importance and consequence. | 

Now on the policy question that you were mentioning, what is th 
policy of the DLF in connection with encouraging private industry, 
be it United States or the industry in the country where we are operat 
ing? We have given emphasis to this, the designation of Mr. Kirby 
as Deputy Managing Director for Private Enterprise, the setting w 
of a qualified section of men who have had experience in banking, er- 
perience in manufacturing, experience in government at local level, 
Mr. Kirby was on a city council at one time, at the time I was iy 
solicitor at the same place. The way it is working might be vey 
well illustrated by a negotiation which is now underway in Turkey, thi 
has been, somewhat, in the newspaper. 

[ think the chairman would want me to refrain from discussing 
any potential loans, but as this has been in the newspaper and has hii 
such a wide acceptance throughout the world, I would like to mentim 
some of the details. In this instance, three of the large companies! 
this country, Westinghouse International, Koppers, and Blaw-Kno 
had negotiated with the Turkish people and had formed, or are! 
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horhood of about one-half of the equity capital that would be involved, 
» little bit more than one-half. The Turkish Government to assist 
: terprise, and the Development Loan Fund assisting the enter- 
Es a foreign exchange standpoint, the Turkish Government 
ea lira standpoint, with agreement that the Turkish Govern- 
oe on a fixed formula will transfer, sell any participation that it 
takes, to the Turkish private people involved. That has received 
tremendous favorable publicity in Turkey. 

The Prime Minister himself has taken a very active part, as con- 
srasted to nationalistic attitudes in that particular part of the world 
foward state enterprises, and it is well at the end of the beginning 
and seems to be taking shape. suis weir 

On this trip that I recently took through Taiwan, India, Pakistan, 
and Turkey, I believe I could give the committee exiumples In execu- 
tive session, if you should like to call me sometime, whereby over 
¢100 million of private capital, United States and the capital of he 
nationals in the host countries, will be involved with the DLF in 
consideration of future private enterprise proposals. 

Now this is a substantial amount. It is a substantial etfort that we 
are making and it appears to have a reception that is good here and 
a reception that is good abroad. W e are very serious in our endeavors. 
We will have a committee comprised of a section of the Business 
Advisory Council, which meets for the first time on the 15th of Feb- 
ruary, and I hope will do so on perhaps a 90-day basis or 60-day 
basis, and notification through the press and every other measure 
that we can use; notify industry that they can come down and sit 
with Government finance: get an indication of what our thinking 
is as well as the areas of activity that we are contemplating. 

You know it is very easy to get the U.S. industry to go abroad, the 
dificult thing is to get it to go for foreign policy reasons and other 
good reasons into the areas which you want it to go. It is not difficult 
to get it to go some places in the world. So they will know what 
the planning is of economic development in—India is an example, 
Mr. Chairman, of what our thinking is. 

Say we are thinking of fertilizer as a need, or ‘steel, or electrical 
equipment, or chemicals, or any other particular industry that might 
be mentioned. Who in American industry is willing and able to go 
with their own money at their own expense and develop joint enter- 
prises through the exercise of entrepreneurship. I don’t know how 
far we are going to move in a flexible way but we are moving in a 
way that I feel very certain, Mr. Meader, you have had a very long 
interest in, as has the committee. 

Mr. Meaper. You mentioned three Indian agencies that were giving 
support to the private sector. You mentioned the Industrial Finance 
Corp.and Small Scale Industries. What isthe third ? 

Mr. Brann. The third is the concern known as ICICI. The full 
hames are these: the first is Industrial Finance Corp. the second is 
the Small Seale Industries, and the third is the Industrial Credit & 
Investment Corp., of India, Ltd. 

You know, the foreigners have taken after our bad habits and put 
aletter name on everything. 

The structure of ICICT : It is a private institution headed by former 
Ambasador Mehta to this country, and on which board of directors, 








396 DEVELOPMENT LOAN FUND 


Mr. George Woods, chairman of the First Boston ¢ orp. is Serving 


and capital structure is $67.7 million, in which there is a paid-iy 


capital of $10.5 million. 
The Government of India has made two loans of $15.8 million and 
$21 million, and IBRD, two loans of $10 million each. ; 
Before the hearing is closed, Mr. Meader, I shall submit for vour by 
review a detailed paper on each of these institutions. of | 
Mr. Meaper. I think it would be good to have for our record. a 
The submissions, when received, will, without objection, be jp, for 
cluded at this point in the record. del 


(The Development Loan Fund subsequently submitted the folloy. 
ing information on industrial investment institutions in India:) 


3RIEF DESCRIPTIONS OF THREE INDUSTRIAL INVESTMENT INSTITUTIONS IN meat $1 
NAMELY: INDUSTRIAL CREDIT & INVESTMENT Corp. (ICICI), Inpusrgy 


— 











FINANCE Corp. (IFC), AND NATIONAL SMALL INDUSTRIES Corp. (MINIgppy yp $4. 
COMMERCE AND INDUSTRY) ant 
res 
(Currency conversion scale used: 1 rupee equals $0.21, March 1960) in 
too 
Obligations to investment institutions of Indian rupees derived from U.8. gi Lif 
programs in India as of June 30, 1959 | tak 
- Beane wees oe} pee tt esters | ee te eS ee i " 
a ae In¢ 
Public Law 480, Fund B! Total to 
title I 
an t rep 
7 yea 
1,000 1,000 1,000 1,000 1,000 1.00 li } 
rupees dollars rupees dollars rupees | dollars a 
— ie ble 
= ren 
trial Credit & Investment Corp. of In¢ 
India (ICICI 100, 000 21, 000 75. 000 15. 750 175. 000 9p an 
Industrial Finance Corp. of India (IFC)-.-| 100,000 | 21, 000 100, 000 21. mn | 
aie’ ; sh cornet pen Digs bln Eis Tle’ bow the 
1 Fund B is a separate subaccount of the larger Special Development Fund. This Special Developme of | 
Fund is the depositary not only for the rupees having their origin in MSP-financed transactions (fund B { yea 
but also rupee revenues generated by other foreign-aid programs, including the sales proceeds of the 19 | 
American wheat-loan, the sales proceeds of Colombo plan financed wheat and other commodities, g 
assistance received from Norway. TCM participates in planning the expenditure of only the fund 3 7 
credits. | . 
1 rupee equals $0.21. ; fie 
1 lakh (lac) equals Rs100,000 equals $21,000. ' spo 
1 crore equals Rs10,000,000 equals $2.1 million, loa: 
Source: USTCM program office report, Dec. 1, 1959. to 
I 
INDUSTRIAL CREDIT AND INVESTMENT Corp. OF INpIA, Lrp. (ICICI) mer 
are 
HISTORY | Ben 
i cae ’ | Pu 
Address: Union Bank Building, Apollo Street, Bombay, India. dees 
Date of establishment: 1955. and 
OWNERSHIP ' I 
Private. allo 
iOVERNING y ) : 
GOVERNING BOARI in 1 
There is a 5- to 15-member board of directors elected by the shareholden 
plus a Government director. As of October 31, 1959, the chairman was 6.1 
Mehta. Other members’ include Sir Ramaswami Mudaliar the former chairmal 
two representatives of the British shareholders and one representative of th 
U.S. shareholders. The Government has the right to nominate a director as low | 
as any part of the Government advance is outstanding. One-third of the boat \ 
retires each year. Retiring directors are eligible for reelection. D 
1Kasturbhai Lalbhai, Dharamsey Mulrajkhatau, J. D. K. Brown, W. G. Pullen, Kf P 
Birla, S. Moolgaokar, George D. Woods (First Boston Corp.), Sukumar Sen, D. P. Goenhs 
N. A. Palkhivala, L. K. Jha (government director), J. B. Leask (alternate for W. 6 
Pullen), J. W. Sinelair (alternate for George D. Woods). 7 
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GENERAL MANAGER 
The general manager is H. T. Parekh, former deputy general manager. 
PURPOSE 


The purpose of ICICI is to promote and assist private industrial investment 
by providing risk and loan capital for creation, expansion, and modernization 
of industrial facilities ; by encouraging other investment ; by furnishing or finding 
managerial, technical, and administrative advice and other services for Indian 
industry. ICICI has made medium- and long-term loans in both rupees and 
foreign currencies ; has underwritten and subscribed public issues of shares and 
debentures and has guaranteed credit made by others. 


CAPITALIZATION 


The authorized capital is $52.5 million; the initial paid-up share capital is 
$10.5 million consisting of 500,000 ordinary shares of $21 each. 

Seven million three-hundred and fifty thousand dollars were taken up in India; 
$4.2 million by Indian banks, insurance companies, various directors of ICICI 
and their friends and associates and $3.15 million by the general public as the 
result of an offering in February 1955, which was oversubscribed. Subscribers 
in the United Kingdom, including the Commonwealth Development Finance Co., 
took up $1.05 million. ICICI now has about 1,800 shareholders, including the 
Life Insurance Corp. of India, into whose hands have passed the shares originally 
taken up by certain Indian and foreign life insurance companies. 

This capital has been supplemented by borrowings from the Government of 
India and the World Bank. In January 1955, the Government of India agreed 
to advance to ICICI the rupee equivalent of $15.75 million free of interest, 
repayable in 15 equal annual installments, commencing after the expiry of 15 
years. The agreement provides that the advance shall rank after the debts, 
liabilities, and share capital of the corporation. The World Bank made availa- 
ble to ICICI, in March 1955, a line of credit of US$10 million in foreign cur- 
rencies. The repayment of this credit is guaranteed by the Government of 
India. In July 1959, the World Bank gave a second $10 million line of credit 
in foreign currencies, also guaranteed by the Government; and in October 1959, 
the Government of India granted a second loan, this time the rupee equivalent 
of $21 million at 4% percent, available to ICICI on call and repayable over 10 
years. 

OPERATIONS 


The corporation’s purposes are to assist private industrial enterprises, par- 
ticularly by making long- or medium-term loans or taking equity participations ; 
sponsoring and underwriting new issues of shares and securities; guaranteeing 
loans from other private investment sources; and furnishing or helping industry 
to obtain managerial, technical, and administrative advice and services. 

In 4% years of operation, until October 31, 1959, ICICI has approved invest- 
ments and loans for 59 companies, totaling $43.68 million. These enterprises 
are distributed throughout the country, including the states of Bombay, West 
Bengal, Bihar, Orissa, Madras, Mysore, Uttar Pradesh, Andhra Pradesh, and 
Punjab. Of the companies, 42 have already received assistance. Nineteen un- 
derwriting operations have been completed, of which 5 were oversubscribed: 
and 16 loans in rupees and foreign exchange have been made. 

ICICI has made increasing, though modest, profits. It was able, after small 
allocations to reserve, to distribute a dividend of 314 percent on share capital 
in 1956, and 4 percent in 1957 and in 1958, all net of tax. 


INDUSTRIAL FINANCE Corp. oF INDIA (IFC) 
HISTORY 


Address: Reserve Bank Building, Parliament Street, New Delhi, India. 
Date of establishment : 1948. 


OW NERSHIP 
Public. 


GOVERNING BOARD 


The affairs of the corporation are directed by a 13 member board of directors, 
consisting of the chairman and four directors appointed by the Government, two 
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by the Reserve Bank, two by the scheduled banks which are shareholders, ty, 


elected by other shareholders and two by the cooperative banks. There are no 1 
private stockholders. Names of the members of the board of directors appear j 
in annex 1. | 
PURPOSE AND CAPITALIZATION col 

4 ey eye ‘ ai Fil 
The institution was established shortly after partition to make medium- ang Co 
long-term investments in circumstances where recourse to normal bi inking chan- ( 
nels or to the capital market were inappropriate or impracticable. It is author. 
ized to guarantee, for periods not exceeding 25 years, loans floated in the map. ] 
ket by industrial concerns; to underwrite the issue of stock, shares, bonds ang ser 
debentures of industrial concerns; to retain whatever securities may be neces. ( 
sary as an incident of underwriting but (unless it has government permission) me 
for not more than 7 years; and to grant loans or advances to, or subscribe to ] 
debentures of, industrial concerns, repayable within 25 years. The IFC may Un 
not subscribe to stock or buy the equity of any company or participate in jt ] 
management. } tar 
State enterprises are excluded from the operations of the IFC and its powerty | cot 
finance private industry is restricted to limited companies and cooperative socie ves 
ties engaged in manufacturing, mining, production, and distribution of electric Lt 
power and shipping. ! 
The authorized capital was set at the rupee equivalent of $21 million of whig De 


half was immediately issued and the remainder was to be issued, with the ap. | Re 
proval of the Government, whenever the IFC saw fit. Shares were to be held as | 
follows: the Government and the Reserve Bank, 20 percent each: scheduled 
banks, 25 percent; insurance companies and other financial institutions, 25 per. 
cent: and the remaining 10 percent, cooperative banks. No individual holds or 
is permitted to hold shares. The Government guarantees an annual 2% percent 
tax-free dividend on paid-up capital, as well as repayment of principal. 

In 1959 $21 million of Public Law 480 proceeds were loaned to the Govern. I 
ment of India for the use of the IFC for assistance to industrial enterprises jn 
the private sector. 

As of June 30, 1959, total resources were the rupee equivalent of $73 million, I 
including paid- up capital of $10 million. 

The IFC is authorized to add to its resources by issuing bonds and debentures, 


} 


up to five times the total of paid-up capital and reserves. The bonds are guaran. I 
teed by the Government, which also fixes the interest rate on the recommenda- est: 
tion of the board of the IFC. The IFC is also authorized to borrow from abroad, | bod 
to take deposits of not less than 5 years up to the rupee equive alent of $21 million | me; 
on certain conditions, and to borrow from the Reserve Bank on short term. The | of | 
government undertakes to make up any loss deriving from foreign exchange of 1 
fluctuations. I 

The central committee approves all loans. Applications are examined froma cha 


technical, financial, and managerial viewpoint, in close cooperation with govern | ass 
ment departments in order to assure conformity with government policy. All | cer 
loans (and guarantees) must be fully secured by a first mortgage. A loan may 
not exceed 40 to 50 percent of the value of the fixed assets mortgaged. Expen- 
diture is closely controlled and inspections are made. The IFC usually appoints 


a director to the board of the borrowing concern. ai 
OPERATIONS up. 

rep 

During 11 years of operations ending June 30, 1959, the corporation received | CD 


649 applications for loans aggregating the rupee equivalent of $284.57 million 
and approved 300 applications for loans aggregating $140.05 million of which 
SSS.87 million had been drawn. T 

IFC has made a formal application to the DLF for a loan of $10 million. 


Gor 
ANNEX 1 : T 
ing 
PARTICULARS REGARDING CHAIRMAN AND Directors oF IFC 
K. R. K. Menon (Chairman): Also Chairman (ex officio) of the Central R 
Committee and of each of the five Advisory Committees. Formerly, Secretary , 
7 ( hav 
to the Government of India, Ministry of Finance, 1948—54. ache 
S. V. Ramsmurty (director): Honorary adviser, Planning Commission, Gor- 
+. ~ opel 
ernment of India. Formerly of the Indian Civil Service. tor 


M. Ct. Muthiah (director): Member of the Central Committee. rent 
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vy. P. Varde (director). 

R. M. Deshmukh (director ). 

s C. Roy (director) : Member of the Central Committee. Director of many 

mpanies, including: State Bank of India, West Bengal Financial Corp., Assam 
Financial Corp., Rehabilitation Industries Corp. Ltd., West Bengal Development 
Corp. » ae Gl cts ivi] Soryi 
(. C. Desai (director) : Formerly of the Indian ¢ ivil Service. 

s, P. Virmani (director) : Member of the Central Committee. _ / 

Dr. B. K. Madan (director) : Executive Director and Economic Adviser, Re- 
serve Bank of India. ; ab em 

G. D. Ambekar (director) : Also Director of The National Industrial Develop- 
ment Corporation (Private) Ltd., and The Hindusthan Cables (Private) Ltd. 

pr. 8. K. Basu (director): Chairman, Department of Economics, Calcutta 
Tniversity. 
es jhe, L.C.S. (director) : Member of the Central Committee and Secre- 
tary, Commerce & Industry Ministry, Government of India. Director of many 
companies, including: Life Insurance Corp. of India, Industrial Credit «& In- 
vestment Corp. of India Ltd., National Industrial Development Corp. (Private ) 
Ltd., Rehabilitation Industries Corp. Ltd. 

A. Baksi (director): Joint Secretary, Finance Ministry, Economie Affairs 
Department, Government of India. Also director of the Bank of Baghelkhand, 
Rewa (director general), the State Bank of Hyderabad. 


THe NATIONAL SMALL INDUSTRIES CorpP., Lrp., New Detui, INDIA 
HISTORY 
Incorporated February 4, 1955, under the Indian Companies Act VII of 1913 


OW NERSHIP 


Public. 
PURPOSE 


asically it is to aid, counsel, assist, finance, protect, and promote the inter- 
ests of small industries in India, whether owned or run by Government, statutory 
body, company, firm, or individuals and to provide them with capital, credit, 
means, resources, and technical and managerial assistance for the prosecution 
of their work and business, to enable them to develop and improve their methods 
of manufacture, management, and marketing and their technique of production. 

In addition to the above basic purposes, the National Small Industries Cor) 

channels Government purchase orders to small producers, furnishes technica] 
assistance and training to small manufacturers and to State authorities con- 
cerned with small industrial development. 


CAPITALIZATION 


The Articles of Association state that the authorized capital of the company 
is the rupee equivalent of $1.05 million of which $0.84 million have been paid 
up. All shares are held by the Government of India. According to a recent 
report prepared by the Ministry of Industry, it is proposed to raise the equity 
capital to about $4 million during the next financial year—1960-61. 


LOANS TO NATIONAL SMALL INDUSTRIES CORP. 


The 1958-59 administration report states that loans and grants received fron 
Government amount to the rupee equivalent of $5.82 million. 

The revised budget estimate for the 1959-60 financial year is for loans amount- 
ing to $2.52 million and for grants amounting to $0.95 million. 


FUNCTIONS 


Broadly, the main functions of the National Small Industries Corp. to date 
have been to furnish equipment to small-scale industries on a hire-purchase 
scheme, to distribute raw materials to small-scale industries, and to set up and 
operate pilot or prototype projects, known as the Industrial Estate Division, 
or training and providing technical assistance to small manufacturers. 


Cur- 
rently there are four regional small-industry operations. 
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Under the hire-purchase scheme machinery is being furnished on terms 
aging 20 percent down and balance payable over a period of 7 to 8 years with 
interest rates varying from 3 to 6 percent, depending upon capital investmon: 
of the borrower. : 


AVer. 


PROGRESS 


There are, at latest report, S82 industrial estates in operation consisting 9 
3,600 industrial units. A statement dated January 9, 1960, from the Ministy 
of Commerce and Industry states that, to date, 3,500 machines have been fur. 
nished to small scale industries under the hire-purchase scheme, having q value 
of about $6 million. Total applications received amount to 11,500 machines o¢ 
which 8,100 have been accepted. During the last 6 months of 1959, applications 
totaled about $6 million, indicating a considerable increase in demand for 
machines. : 

DIRECTORATE 


Attached as annex 1 is a list of the directors of the National Small Industrig 
Corp. with brief biographical data. 


DLF VISIT TO INDUSTRIAL ESTATE 


The German-sponsored Okhla Industrial Estate is located at New Delhi, Jp. 
dia. This prototype industrial estate was visited by DLF Official Edwin D. 
Kirby, January 11, 1960, in the company of Mr. Manubhai Shah, Minister of 
Industries. The USA Technical Cooperation Mission of India is also Sponsor. 
ing a prototype industrial estate at Rajkot, near Bombay, India. 


PROPOSALS TO DLF 


DLF now has on file loan application No. 566 for $5 million. An additiong| 
proposal from the Indian Government, dated January 9, 1960, requests an allo. 
cation of foreign exchange (loan from DLF) to the extent of $40 million per 
year for the next 6 years, to be made available to the National Small Industries 
Corp. for the purpose of accelerating the small-scale industries development 
program. 

ANNEX 1 
Board of directors of the National Small Industries Corp., Ltd. 
Smt. M. Chandrasekhar, formerly Deputy Minister to Chairman. 
the Union Government. 


Shri A.S.B. Iyer, development commissioner, Small-Scale Vice Chairman. 
Scale Industries. 


Shri N.C. Kasliwal, Member of Parliament _________-__ Director. 

Shri G. L. Bensal, Secretary-General, Federation of Do. 
Indian Chambers of Commerce and Industry. 

Shri Santokh Singh, M. Se.( Hons), proprietor, National Do. 
Chemical Industries. 

Smt. Pupl Jayakar, Hony. industrial adviser (textile Do. 


designs), All Indian Handloom Board. 

Dr. P. ©. Alexander, I.A.S., Deputy Secretary to the Do. 
Government of India, Ministry of Commerce and 
Industry. 


Shri B. D. Kumar, Deputy Secretary to the Government Do. 
of India, Ministry of Works, Housing and Supply. 

Shri R. G. Mundkur, Chief Executive Officer, All Indian Do. 
Handicrafts Board. 

Shri B. R. Murgai, Deputy Secretary to the Government Do. 
of Indian, Ministry of Commerce and Industry. 

Shri P. C. Basu, Managing Director, National Small Do. 


Industries Corp., Ltd. 


Mr. Harpy. Is there anything further, George? 
Mr. Meaper. I notice these loans that you have mentioned on this 


chart. The only ones for which I was able to identify a dollar amount 


for the private sector totaled $57 million. 


| 


Mr. Branp. No; $40 million, and $35 million, that is $75 million t 
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Then you add— 

Mr. Harpy. But there you are loaning the money to the Indian 
railroad and they bought things from private industry. 

Mr. Branp. No, no. It was | ELA O that is doing the buying, not 
the Indian Government. _The Indian Government merely handled 
for foreign exchange. ‘TELCO put up the rupees and it bought the 
equipment, a part of it. Semifinished materials in this case, steel 
plates, and things of this kind. ; 

Mr. Meaver. Of the total of 159-———— . 

Mr. Branv. That is what we are going to give you an estimate of, 
how much went to private sector. I am sorry I can’t make that 
judgment without some review and in conclusion, it will be somewhat 
of an estimate, because we have no way of gett ing to the exact dollars. 

Mr. Meaper. Would you say that more emphasis is being given now 
to supporting the private sector than was the case before you took 
over, Mr. Brand ¢ 

Mr. Branp. Yes, sir. I think that there is no question about that, 
but I think there is plenty of reason that isn’t attributable, neces- 
sarily, to my taking office. The transition period had to come from 
ICA, government-to-government basis. 

Mr. Perry. I think Mr. Brand is being very modest. I think he has 
pushed us very vigorously and it is beginning to bear fruit. 

Mr. Meaver. If it wouldn’t be out of order, Mr. Chairman, I would 
like to read a paragraph, paragraph 16 under tab 3, and ask Mr. 
Brand to comment on it. 

Mr. Harpy. Go ahead. There is nothing out of order now. 

Mr. Meaver. This is froma subcommittee staff memorandum: 


There is one oddly contrasting case— 
thiseditorializing is the staff’s, not mine— 


one oddly contrasting case where the Government of India, with the support of 
the U.S. Embassy, wished to divert certain loan funds to the support of the 
Hindustan Machine Tool Co., a public activity directed at the building up of 
the capacity of India’s heavy machine tool industry. The Development Loan 
Fund turned the request down on the basis that this was the sort of thing that 
should be in the private sector. This may well be considered a commendable 
decision, but it is difficult to reconcile with the other practices previously noted. 

Mr. Loomis. This is your staff’s memorandum ? 

Mr. Meaver. Our staff, not the DLF staff. 

Mr. Branp. I want to say, Mr. Meader, in all seriousness, that there 
isa conception in the executive branch, which I am a part of, that the 
U.S. Government has tremendous difficulty in meeting the demands 
worldwide for economic assistance on a government-to-government 
level, that we believe earnestly in the image of our own philosophy 
of private enterprise and every effort will be made because we believe 
in it and not just because we don’t have the resources to do it on a 
government and state enterprise basis, but just because we believe 
in it. 

[think it can be said that we are in the business of making loans 
abroad now, are rolling up our sleeves and we are getting tremendous 
help from industry. The Turkish performance on the part of the 
private people—there are as many as 20 in that group. Well, that 
happens to be something between $50,000 and $100,000 every time 
that group moves to Turkey for a matter of several weeks, so they 
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are making a real effort alongside of it and spending their own money, 
and it is going to bear fruit. There is no question about it. 

Mr. Meapver. Well, on this specific case, the Hindustan Mag} 
Tool Co.—are you familiar with that ? 

Mr. Branp. No. 

Mr. Meaper. You don’t happen to be able to comment either jy 
agreement or in disagreement with our staff comment ? 

“Mr. Branp. I< ertainly think that good judgment was exercised, 

Mr. Harpy. You are going to take that position without even know. 
ing what it was? 

Mr. Branp. The judgment was that they wouldn't support the ma. 
chine tool company and said it ought to be in the private sector, and 
I understand it. That is a position I understand very well. 

Mr. Harpy. You are not commenting on the overall problem but op 
this comment ? 

Mr. Branp. That isright, Mr. Chairman. 

Now I will say that there are certain parts of the world, no matter 
how much starch you have in your backbone that the savings, the 


Line 





talent and the tools are just not there; that there will be sometime | 


in the future, there have been in the past, where government must 
exert the leadership and we cooperate. In those instances, when it 
is done in the future it will be under a fixed and definite understand. 
ing and agreement of turning the enterprise over to the private sector 
in the future. 

Now there are some economies that are so thre: idbare, and the people 
have just not advanced to the place where there is any private sector, 
I could name as an example several different places and I shall be 
happy to do so, but again, Mr. Chairman, I would rather make syeh 
comments in executive session. 

Mr. Harpy. Do you have anything? 

Mr. Monacan. Just a couple of questions. 


Mr. Brand, did I understand you to say that on the question of | 


offshore procurement of foreign countries that this German loan in 
Greece was the only case that you knew of where there was not a tie-in 
or a requirement that the purchase be made in the country making 
the funds available? 

Mr. Branp. My understanding has been that the other countries of 
Europe have made a tied requirement to not exactly the country, but 
the area of influence of their currency. 

Mr. Monacan. Now, I think that earlier in your testimony, you 
said that you had 11 development lending institutions throughout 
the world. By that, did you mean that in various countries of the 
world, such as Israel, there were 11 such institutions to which DIF 
had made loans? 

Mr. Brann. I think I wasn’t completely accurate, Mr. Monagan. 
I should have said we have made loans to, or have under consideration 
11 different types of industrial banks in 11 different countries and 
that is the situation. 

Mr. Monacan. Eleven different types. Would there be more than 
one of the same type, or that all together there are only 11? 

Mr. Branv. All together there are only 11. 

Mr. Bray. Are those all in the public sector of the countries 
concerned ? 
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Mr. Branv. There are three ways: wholly government, quasi-gov- 
ernment, and wholly private, like ICICI is in India. 

In Taiwan it will be wholly private. aay 

Mr. MonaGan. As you know, we did visit several countries in the 
fall and it appeared to me—we have made no report and we haven’t 
discussed it as & committee—but there seemed to be a difference in 
the effectiveness with which DLF representation had been set up in 
the different missions, perhaps due to the volume of applications, and 
«9 forth, but I am wondering if there has been any attempt by DLE 
to follow up on the directive that had been sent out requesting the 
appointment of a DLE loan officer in each Mission ¢ ie 

Mr. Branp. At this time, in every Mission, we either have a liaison 
officer—instead of calling him a loan officer, he is called a liaison 
oficer—or the economic adviser of the Mission is acting for both 
USOM and the Embassy and is also acting for us in some of the 
smaller groups. 
cyclin’ now a great many of the Missions abroad and I have 
found that a great excellence on the part of the people who have 
directed their attention toward the DLF matters. I find them efficient, 
[ find them knowledgeable, I find that they know what they are 
talking about and they are carefully handling their working connec- 
tions with the DLF projects. I am very happy to report to the 
committee that we have now visited practically all, and while all are 
not completely in agreement with the DLF policies from time to time— 
we have a good relationship. 

In the main, I am very happy to report that we are getting a very 
fine quality of work and a very cooperative effort is being made. 

Mr. Monacan. From the testimony and alse from prior experience 
of my own, it seems to me that one of the difficulties in appraising 
the DLF program is that to a certain extent you have a conflict in it; 
that is you have the desire to implement foreign policy on one side, 
and you have a desire to run a good banking operation on the other, 
and I think that conflict enters into the question of whether you are 
financing a project or a program, having in mind the breadth of 
meaning of those words. But we did run into one instance, one 
loan, that was treated in the opposite manner to the one that Mr. 
Meader has referred to, where the recommendation was that it be a 
series of small loans in the private sector, while the loan was actually 
made in connection with the Spanish Railroad, a public agency. What 
I am leading up to is to ask—you have to draw the line some- 
where—how do you make a determination in a case like that as to 
what the policy will be? 

Mr. Brann. I would like to reconstruct the RENFE loan which is 
the one you are referring to in Spain, an irrigation loan which is some- 
thing like $9 million and the other one is something over $14 million. 

At the time, as my memory serves me, the Ex-Im Bank was consid- 
ering several loans in Spain. The Ex-Im Bank has a predilection 
running toward the private side as often as it can do it, and, as you 
know, they had a right to preempt any loan that we have under con- 
sideration and make it themselves under the law. That is the way we 
tun our shops and I think it is perfectly right. That is the way the 
Congress decided and Congress decided in good wisdom that the Ex- 
port-Import Bank should have that right. We had several loans un- 
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der consideration. Under the foreign policy guidance of the Secret; ary 
of State we did want to have some impact on the economic Progress gf 
Spain because they were trying sohard. It just occurred, as memory 
serves me, that when the RENFE loan was ready these loans could 
not be acted on. There was something missing in each of the 
loans, among which were the private ones. 

Had the private loans been ready earlier—I think without: any 
doubt, that the judgment would have been to make the private Joan: 
before the REN FE loan. 

Now, since that time, we have been able to h: andle- -I think lag 
month one of them was in the neighborhood of $3 million to q pri- 
vate power company, Madrilina Electrica. We now have under COn- 
sideration another one of the private ones coming up to the Board, 
so we are taking them as the various information becomes available 
We need to support our judgment in the matter in submitting they 
to the Board of Directors so that there is no disturbance in the atti. 
tude of the DLF to give loans to private companies. 

Now where the misunderstanding came in, I believe, is on the part 
of only one or two extraneous ey als in either the E mbassy or 
the USOM in Spain. In other words, I don’t think it was shared | by 


ot o 


those with real responsibility in either USOM or the Embassy because | 


they do not try to run our shop. They don’t try to make the judg. 
ment that we are ready to make a loan, but I do think that attitude 
was present in the Spanish case. 


Mr. Harpy. Actually I think we may want to explore that in some 


detail a little later. 

Mr. Meaper. I would just like to make an observation on the state 
ment that the RENFE,loan was re: ady for consideration and private 
applications were not In such shape that they could be acted upon, 
That situation was repeated in Honduras. When we asked for the: ap- 
plications for private loans from DLF as contrasted with the high 
way loan to the Government of Honduras, our officials there said 
that none of the private applications were in condition where they 
could be acted upon and they didn’t blame the DLF for not granting 
any of the private loans applied for. But that raises the questia 
in my mind th ut it is so much easier to deal in disposing of your lend: 
ing functions in large sums and with large operations and in dealing 
with governments or development loan banks than it is to deal with 
a lot of applicants for smaller loans in the private sector. 

IL wonder if we are really accomplishing what I regard as one of 
the real purposes of the Development Loan Fund, that: is, to bolster 
pr ivate enter prise in these foreign ¢ ee ies. 

Mr. Harpy. Mr. Meader, you read an interesting thing a whil 
ago from a staff memorandum. i gives the Mission’s position with 
respect to that particular loan. Apparently the Mission in that case 
didn’t have very much influence on DLF. 

I hadn’t thought we would run quite this long and I think we had 
better stop now and reconvene at 10 o’clock in this room tomorrow 
morning. 

(W hereupon, at 4:35 p.m., the subcommittee was adjourned to te 
convene at 10 a.m., Thursday, February 4, 1960.) 
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THURSDAY, FEBRUARY 4, 1960 

— a House or REPRESENTATIVES, 
der con. SUBCOMMITTEE ON FoREIGN OPERATIONS 

» Board, AND Monetary AFFAIRS 
vailable OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
ng them Washington, D.C. 
the atti- The subcommittee met, pursuant to adjournment, at 10:10 a.m., at 


the George W ashington Inn, Hon. Porter Hi urdy, Jr. (chairman of 
the part | the subcommittee) presiding. 


bassy or} = Present: Representatives Porter Hardy, Jr., John S. Monagan, and 
hared by | (yeorge Me ader. . 
y because} == Also present : John T. M. Reddan, chief counsel; Richard P. Bray, 


he judg-} Jy. counsel; Miles Q. Romney, counsel; Walton Woods, staff investi- 
attitude | gator; and Phyllis M. Seymour, clerk. 
| Development Loan Fund officials present: Vance Brand, Managing 
t in some Director ; accomp: anied by Hart Perry, De ‘puty Managing Director for 
Operations; Edwin D. Kirby, Deputy Managing Director for Private 
the state} Enterprise; Edmond C. Hute hinson, Assistant De ‘puty Managing Di- 
d private } pector for Operations; Joseph S ‘Toner, Secret: iry-Treasurer; John 
ted upon. | &, Loomis, General Counsel; Ralph W. Golby, Deputy General 
or the ap- | Counsel; Samuel Hassman, special assistant to the De sputy Managing 
the high- } Director for Oper: itions: John A. Ulinski, Jr., loan officer for India: 
here said } Reginald F. Chutter, Deputy Chief, Loan Oper ations; and Timothy 
here they | B, Atkeson, Assistant General Counsel. 


granting Mr. Harpy. Let the subcommittee come to order. 

» question | We adjourned yesterday without completing your policy discus- 
your lend- | sion, Mr. Brand, and if it is agreeable with you, we will finish with 
in dealing | that before we get into specifics. 

deal wih | Mr, Brann. Fine, Mr. Chairman. 


as one of 


[ felt the committee might be primarily interested in, and my recol- 
to bolster 


| lection was we had turned to the matter of members of the committee 
requesting information relative to policy. 

Mr. Meader had, I think, finished at the time we adjourned. 

Mr. Meader was asking me some questions about private e nterprise 
n that cas | at the time we adjourned and we might continue on that basis of 

further quest _ 
nk wehal | Mr. Harpy. I didn’t have any further questions in that particular 
tomorn® | area. Did you have any Mr. Monagan ? 
Mr. Monacan. I didn’t have any. 

rned tor | Mr. Harpy. Mr. Meader hasn't arrived yet, so if he has any we will 
have to revert to that if we may. 


| I finished, Mr. Chairman, the discussion of matters of policy which 


g a while 
sition with 
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Mr. Monagan. I think we finished that. As a matter of fag I 
asked some questions. 

Mr. Harpy. There was one question I was going to ask you jy 
connection with your recent trip to India as it relates to this particulay 


subject. Some time ago there was some publicity about a firm known | 


as Private Enterprise, Inc., operating in that general area, and | | 


wondered whether in the course of your trip there were any dis. 
cussions of that particular firm or the activities of any of the prin. 
cipals of that corporation. 

Mr. Branp. Mr. Chairman, I didn’t happen to run into any dj 


18- 


cussion whatsoever in connection with this group. I don’t happen 


to know this group. 

Mr. Harpy. I didn’t want to get into it particularly. 

Mr. Branp. Nowhere did this matter come up. 

Mr. Harpy. That is fine. That question occurred to me becang 
there had been some publicity about it. 


FURTHER STATEMENT OF VANCE BRAND, MANAGING DIRECTOR 
DEVELOPMENT LOAN FUND; ACCOMPANIED BY HART PERRY 
DEPUTY MANAGING DIRECTOR FOR OPERATIONS; EDWIN p, 
KIRBY, DEPUTY MANAGING DIRECTOR FOR PRIVATE ENTER. 
PRISE; EDMOND C. HUTCHINSON, ASSISTANT DEPUTY MANAGING 
DIRECTOR FOR OPERATIONS; JOSEPH S. TONER, SECRETARY. 
TREASURER; JOHN E. LOOMIS, GENERAL COUNSEL; RALPH Y,. 


GOLBY, DEPUTY GENERAL COUNSEL; SAMUEL HASSMAN, SPECIAL | 


ASSISTANT TO THE MANAGING DIRECTOR; JOHN A. ULINSKI, JR, 
LOAN OFFICER FOR INDIA; REGINALD F. CHUTTER, DEPUTY 
CHIEF, LOAN OPERATIONS; JERZY ZAPADKO MIRSKI, ASSISTANT 


TO REGINALD F. CHUTTER; AND TIMOTHY B. ATKESON, ASSIST. | 


ANT GENERAL COUNSEL 


Mr. Branp. In response, Mr. Chairman, to the question asked by 
Congressman Meader yesterday relating to the amount of the funds 
of DLF going into the public and private sector in India on the overall 
basis of the $195 million in loans we have made so far, I have prepared 
and, with the permission of the chairman, would like to insert in the 
record a statement of our estimates of the amounts in both private 
and public sector. 

Yesterday, in response to a question by Congressman Meader, I 
suggested that we would be prepared to do this but on an estimate 
basis only, and if the chairman will permit, I will insert it in the 
record. 

Mr. Harpy. We will be glad to have that. 

Mr. Branp. Another small matter, I neglected to introduce in the 
record, a statement of the senior officials with whom I had met in 
India. I have given to the reporter a copy of this list and I should 
like at this time to insert that in the record. 

(The material follows :) 
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DLF loans to India, by sector of use 





eee > ae yo a al t "a rs 
Sector of use and amount 
(in thousands) 
Loan, by fiscal year . . ye 
Public Private 
——— 7 | i — 
Fiscal year 1958: $40, 000 
RailwayS..------~~--2--—---< =" --< eyes wei Ties errr an 
Roads, cement, refractories, jute - -- ~-----| 55, 090 
Subtotal, fiscal year 1958 - - ---- - -- --- 75, 000 


; ay 1959 
Fiseal year 1959: : 
Second railways : , | wae 


Steel imports i CITIES, é .. cingiftndiuanddins amines ceeiidla jxtdbaia 18, 000 22, 000 

Public power development . Satnaia 10, 000 : : 

Capital equipment for private industry : . ; +4 . ae 15, 000 

Second steel imports loan pa . 20, 000 
Subtotal, fiscal year 1959_. aids i . Sin te igtiiiligten 63, 000 57, 000 
Total, by sector - - - in oo . : : 63, 000 132, 000 
Total volume of loans- - . tea 195, 000 





PROMINENT PERSONAGES INTERVIEWED BY VANCE BRAND DuRING INDIAN VIsIT, 
JANUARY 1960. 


The Prime Minister—Pandit Jawaharlal Nehru. 


FINANCE 
Minister of Finance—M. Desai. 
Secretary, Ministry of Finance—A. K. Roy. 
Additional Secretary, Finance—-S. Jagannathan. 
Joint Secretary, Finance—N.C. Sen Gupta. 


COMMERCE AND INDUSTRY 


Miister for Commerce and Industry—Manubhai Shah. 
Additional Secretary—L. K. Jha. 


PLANNING COMMISSION 
Deputy Chairman, Planning Commission—V. T. Krishnamachary. 
RESERVE BANK 


Governor Reserve Bank—N. V. R. Iengar. 

Steel Controller—S. Botthalingam. 

Secretary, Irrigation and Power—T. Sivasankar. 

Railway Board Secretary—J. Dayal. 

Chairman, Industrial Finance Corp.—K. R. K. Menon. 

Chairman, Industrial Credit and Investment Corp. of India (ICICI)—G. L. 
Mehta. 


Chairman, Federation of Indian Chambers of Commerce and Industry—M. R. 
Ruia. 


Indian Business Community—J. R. D. Tata; B. M. Birla; G. D. Birla: K. C. 
Mahindra. 

Mr. Harpy. Now, you had no questions ? 

Mr. Monacan. No further questions. 

Mr. Harpy. Did you have any, Mr. Reddan, in connection with 
the matters we were discussing yesterday ? 

Mr. Reppan. Not in connection with policy generally. 

Mr. Harpy. Maybe Mr. Brand would prefer to go ahead. 

Mr. Brann. I am all finished. 

Mr. Harpy. Go ahead, Mr. Reddan. 


48437—60 27 
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Mr. Reppan. Mr. Brand, there was one thing I wanted to ask yp 
about. In studying the legislative history of DLF, it is not clea) : 
me what the position of DLF is with respect to the Ex-Im Bank, tha 
is, the dividing line between the two. 

Does DLF come in where the Ex-Im Bank is not eligible, or whe, 
the Ex-Im Bank is not prepared for some reason to finance a loan} 

Mr. Branp. I think that your phrase prepared is the better usa, 
I think that is the case. In fact in response to our inquiries to Ex-Jy 
Bank, which we make on every application that we receive withoy 
any distinction no matter where it is, the Ex-Im Bank advises 
whether they are prepared to consider that particular application an 
when they advise they are prepared, then we take no further intereg 
in it. When they advise they are not prepared, then we go forwan| 
with the matter. 


Mr. Reppan. To follow on that one step further, Mr. Brand, nal 
hypothetical case where all of the criteria of the Ex-Im Bank could } | 
met for a loan but the Ex-Im Bank doesn’t have sufficient funds to eng | 


the money, would you feel that DLF had the legal authority to moy 
in and supplement the Ex-Im Bank activity ¢ } 

Mr. Branp. With the Ex-Im Bank having approximately $3 jj. 
lion, or upwards of that amount, I don’t think that hypothetical Case 
could ever be a pract ical one. I don’t mean to dodge the answer to the 
question, because for foreign policy reasons if it served the interests 
of the United States that we consider the loan, the answer is “Yes” 

Mr. Reppan. I mean, if the Ex-Im Bank is eligible to make the logy 
do you feel that DLF could also be eligible 

Mr. Branp. The Ex-Im Bank is eligible to make every loan that 
there is. The matter is a matter of judgment whether the borrower has 
capacity to repay the loan under the criteria of Ex-Im Bank, but itis 


a matter of judgment of their Board of Directors, rather than eligibil- 
gate Z1DU- | 


ity under the law. 

Mr. Harpy. That might be a matter of judgment, Mr. Brand, butit 
could hardly be conceivable that you could construe the freedom to 
exercise judgment as a legal authority to make a loan which wouldn't 
be prudent under the language of the statute, so certainly, you would 
be limited— 

Mr. Branp. I don’t think the question would have anything to do 
with prudence of the loan, 

Mr. Harpy. Insofar as the power of the Ex-Im Bank to make any 
loans is concerned, certainly there would be a restraint in the exercis 
of judgment even though the authority to exercise that judgment i 
contained in the law. 


IL have seen some loans that DLF made where it would be difficult 


to find a reasonable legal basis for Ex-Im Bank to make them. 

Mr. Branp. I certainly agree with you. 

Mr. Harpy. Then I misunderstood your reply. 

Mr. Branp. No, I certainly agree with you. The only reason that 
we make the loan is because Ex-Im Bank has made the decision that 
they are not prepared to consider the matter. — 

Mr. Harpy. Well, I think the question that we are concerned will 
is that, while they do have authority for the exercise of judgment, the 
authority couldn't possibly be construed to make legal] the granting oI 
some loans which have been appropriate for you. 
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At least I ane bores a PAu time understanding how Ex-Im Bank 

i nder its authority 

Oe BaAND. I thought it was just the other way, Mr. Chairman. 

You were asking me if the Ex-Im Bank under their criteria could make 

a loan, but they didn’t have funds, could we do it. We can make any 
joan the Ex-Im Bank can make. 

Mr. Harpy. I wasn’t talking about that. 

Mr. Branp. The Ex-Im Bank might not by the same token make any 
Joan we might make. That is the whole point, Mr. Chairman, I am 
trying to bring out. 

‘Mr. Harpy. I understand that. . ee 

Mr, Branp. The loan can be as good as—there is no limitation how 

ood the loan can be that we can make in flexible repayment terms, 
but there is a limitation of what the Ex-Im Bank would do; that is the 

Min Reppan. If I may pursue this just one step further, Mr. Brand. 
The area in which the Ex-Im Bank may be prepared to grant a loan 
could conceivably be much smaller than the area in which they would 
be eligible to make a loan, the way I read it. For instance, they might 
be eligible to pick up the entire tab on this loan to India, but in this 
particular case they only took a part and DLF took $75 million on 
this first loan. 

Now, it is conceivable that they would have been eligible to take 
the whole loan, but they were not prepared to take the whole loan. 

Witnesses appearing before congressional committees and members 
of the executive branch when that question came up tried to find 
the line of demarcation that would separate Ex-Im from DLF. 

Mr. Harpy. Let me put the thing in very simple language; I believe 
I can. 

Why didn’t Ex-Im Bank make the entire railroad loan we were talk- 
ing about, the first railroad loan, instead of DLF making part of it? 

Mr. Branp. I think that the reason probably is in two parts: One 
is that active in India were not just the Export-Import Bank and 
Development Loan Fund; the World Bank was very active in India. 

Other nations were active in India in making loans repayable in 
convertible currencies. Judgment had to be exercised as to the point 
at which repayment in hard currencies was something that India 
could not go forward with, or that a point might be reached where 
it became difficult for India to go forward. That is the judgment as 
Tunderstand it that was made by the Export-Import Bank and at the 
time it made this judgment I was on the Board of Directors and we 
felt that the $150 million loan was approaching the point where it 
would be very agreeable to us if other assistance from the United 
States was forthcoming from other quarters. 

Secondly, and I believe a very valid point in many instances as 
another example, the Argentina loan. The U.S. Government. put 
into force all the instrumentalities of foreign loans into the package 
with private banks, the Monetarv Fund. and even a private bank 
outside of the United States, the Royal Bank of Canada, to demon- 
strate the full impact of the assistance of the United States. Now, 
that isn’t as important as the first point, but it is one that we often 
consider, 

Mr. Harpy. Let’s take those two separately for a minute. To 
temonstrate fully the impact of U.S. assistance: well if you hadn't 
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had both, Ex-Im Bank and Development Loan Fund, either one of V 
them could have done this by taking the participation that they both | snot 
took ; - 
Mr. Branp. No. she 
Mr. Harpy. Wait a minute, let me finish this thought. Either oy | a? 
of them, if there had been only one, either one by its fullest participa. q 
tion would have demonstrated the full impact of American suppor: | es 
wouldn’t that be true? | hi 
Mr. Branp. That is a different premise. ie 
Mr. Harpy. The question in my mind is why we need both of they, | 7 
I am wondering actually if we aren’t duplicating pretty much and | - 
we had only one, I don’t know why—maybe you can explain why! yoy 
either DLF or Ex-Im Bank in the Argentina case might not have begy | the 
just as effective as the two? | hack 
Mr. Branp. Well, I think that is strictly a matter of judgment, Mp Y 
Chairman. tens 
Mr. Harpy. I am asking you for yours. Ind 


Mr. Brann. It is strictly a matter of judgment. If you had onl} the 
the Development Loan Fund with the resources the Development! and 
Loan Fund had, it could not have engaged in the Argentina loan ty} port 


the extent that they did, because they wouldn’t have had the resoures N 
to do it. + had 
Mr. Harpy. Ex-Im Bank would have been different. is a 


Mr. Brann. Ex-Im Bank would have been different, that is right} Ban 
They didn’t have the resources, but again we were approachinga} $150 
serious situation and I happened to be the person in charge—or better} js ay 


put, the chairman of the ad hoc committee—and my judgment was M 
that it was good to have all the instrumentalities of the U.S. Govem-| 4 
ment in play, and I so recommended. | wed 
Mr. Harpy. That is right. We had them both. | M 
Mr. Branp. We had them both. to ul 
Mr. Harpy. But I am assuming we didn’t have but one. Let's M 


turn to the Indian situation. I believe the major point that youmak} M 
on that was that the Ex-Im Bank was glad to have another agency of | goes 


the Government help them to underwrite the loan. Was that the sub- Ic 
stance ? ryin; 
Mr. Branp. That is one way to put it. whic 


Mr. Harpy. I may be oversimplifying, but if there was a risk in| more 
volved and a loss involved to the U.S. taxpayers it wouldn’t make} repai 
much difference whether the loss was taken by the Ex-Im Bank orth | affee 


Development Loan Fund. M 
Mr. Branp. There is a world of difference, Mr. Chairman. I Banl 
not seem to be making myself clear. did r 


Mr. Harpy. From a dollars and cents point, what is the difference! _ instr 
Maybe the Ex-Im Bank could make up the loss through some profit, | pose 
but DLF couldn't. It 

Mr. Branp. The Ex-Im Bank belongs to the United States, so from ment 
the Treasury it doesn’t make much difference, but the point that issue | Mi 
a valid point in my estimation, Mr. Chairman, is that the time cam | trans 
when India, whom we were trying to help, would be hurt if wee | tions 
couraged more dollar debt in India. That is the entire point. 80 ths 
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We were trying to assist this great country and if we asked her to 
more dollar debt at the time, it would be detrimental to what 
mneur as trying to do, so we used the facility that we had and the tech- 
. - that we had to assist India without creating more dollar debt. 
7 Harpy. Now, you are bringing into play a timetable factor 
and I think then it would be important. If we were going to try to 
evaluate the real significance of the decision on these two loans, I 
think it would then be important to consider whether at the time 
the Ex-Im Bank granted the loan, consideration was given to the 
necessity and desirability of having participation by DLF. 

When that decision was reached, I am not sure it was proper for 
your determination to be based on the shortage of dollars, because 
the determination had already been made that India could pay it 
back in dollars, otherwise the Ex-Im Bank wouldn’t have been in it. 

Mr. Brann. I think I mentioned yesterday, Mr. Chairman, at the 
time the second 5-year plan was contemplated and put into effect, 
India had reserves as I recall of about $1,600 million. At the time that 
the agencies were discussing these matters, those reserves in dollars 
and other convertible currencies had fallen to something in the neigh- 
horhood of $600 million or a shrink of two-thirds practically. é; 

Now that is one of the things that happened and while they still 
had potential of repayment in dollars, it seems very reasonable there 
isa growing point of limitat ion. So instead of the Export-Import 
Bank considering a loan of $225 million, they considered a loan of 
$150 million. Now, how you divide just exactly the precise figure 
isamatter of judgment exercised by five men and it is just purely that. 

Mr. Harpy. Well, the Ex-Im Bank—— 

Mr. Branp. Those were the facts at the time and upon those facts 
we didn’t need any more facts than that, Mr. Chairman. 

Mr. Harpy. I am merely trying to use this as an illustration to try 
to understand—— 

Mr. Brann. How the mechanics work. 

Mr. Harpy. That is right, and to try to understand the logic that 
goes into the application of judgment in these areas. 

I can’t quite figure this out unless the Ex-Im Bank, through the car- 
rying out of its responsibilities to safeguard its duty under the law 
which created the Ex-Im Bank, just took the position that it would be 
more secure if there were some DLF participation. DLF can be 
repaid in local currencies, and if it doesn’t get repaid at all, it doesn’t 
affect Ex-Im Bank’s balance. 

Mr. Branp. I don’t think that was ever considered by the Ex-Im 
Bank in that light, Mr. Chairman. In other words, the Ex-Im Bank 
did not at any time I was there ask, seek, or in any way encourage any 
instrumentality of the United States to come into play for the pur- 
pose of making its loans better. 

It determined in its judgment the loan would have reasonable repay- 
ment at the time it was made and not the converse. 

Mr. Harpy. Sometimes I have observed that in commercial lending 
transactions of a completely domestic nature governmental institu- 
tions will accept a risk only if there is participation somewhere else 
so that the risk is spread a little bit. 
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[ am not suggesting that is bad business, but I would think that 
considering the hardheaded bankers that have been running the 
Ex-Im Bank for a long time, even if they didn’t dare express that, they 


would have a notion in the backs of their heads that the loan Would be | 


a bit safer if they had somebody else’s participation. 
Mr. Branpv. There the connotation of sin comes into play. 


Mr. Bray. Mr. Brand, without particular reference to the Indian | 


loan, I would like to explore with you a little bit something of ¢h, 
distinction between DLF and Ex-Im Bank. I think we were diseyg. 


ing this in a hearing in Mr. Hardy’s office on the 11th of Novembe, | 
and we were in general agreement that there are two major differenes | 


between Ex-Im Bank and DLF—the question of the type of currene 
of repayment, and, prior to DLF’s new procurement policy, the que, 
tion of whether or not offshore procurement would be permitted, 

I think you suggested there were other factors, but I think thoy 
were the two main ones. Is that correct ? 

Mr. Branp. Yes; those are the two main distinctions. I think yoy 
might well add that the primary distinction is found in the law tha 
the Export-Import Bank shall facilitate the trade of the United States 
and it acts in many instances just in financing- 

Mr. Bray. Differences in legislative purposes. 

Mr. Branp. And we are essentially an arm of the foreign policy 
of the United States engaged in economic development abroad; and 
that is not just a phrase, that is a real distinction. 

Mr. Bray. Now, am I correct that DLF has made some loans which 
are repayable in dollars ? 

Mr. Brann. Yes, 

Mr. Bray. Do you have the approximate figure / 

Mr. Branp. My last figure that I had was $132 million, not quite 
25 percent of the total. 

Mr. Bray. About 25 percent of the total is repayable in dollar. 
Now, I understand also that even before the new procurement policy 
the borrowers actually did a good deal of their procurement in the 
United States; is that also correct ? 

Mr. Branp. Our studies I explained vesterday, Mr. Bray, indicated 
that as of—my memory is September 31—we reviewed the disburs- 
ments that had been made. Now this had no application to the loans, 
but the disbursements that had been made up to that time and $495 
million, if I remember right, was used in the United States in pur 
chases in the United States and that represented about 56.8 percentot 
the total disbursements up to that time. 

Mr. Bray. Then I take it, putting these two facts together, it woul 
be correct to say that there are some DILF loans which the borrowers 
are obligated to repay in dollars and which the borrowers have e- 
pended exclusively or substantially within the United States? 

Mr. Branp. That is possible but I don’t know that is true. I dont 
know of a single case where the borrower is paying in dollars and 
bought every thing that they used in the United States. 

Mr. Bray. The question was, “All, or substantially all.” 

Mr. Branp. You may have a particular advantage of having lookel 
into our records and found that particular case. 
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Mr. Bray. Not in this particular case. | 

Mr. Branv. I might explain that two loans come to my mind that 
are in the area of your suggestion, one in Argentina, entirely repay- 
able in dollars, but 100 percent for offshore procurement. _ 

Another in Iran that was repayable in dollars but practically the 
entire loan used for local purposes in road construction in Iran. 

Mr. Bray. I would like to leave this question to be later answered by 
your staff, with the chairman’s permission—that is, whether or not 
thereare any such loans as I have described. 

Mr. Harpy. Well, let’s redefine that type. 

Mr. Bray. Yes, sir. That would be any loan repayable in dollars 
where in fact a substantial portion of the procurement has been within 
the United States. 

Mr. Harpy. You want what has been in the United States? 

Mr. Bray. Has been or is projected to be. And in the case of such 
loans, they would seem on t he face to be the type of loan that would be 
eligible for Ex-Im Bank financing ; therefore, penton be ahead 
in those cases to know why Ex-Im Bank did not finance, if such loans 
exist. 

Mr. Branp. In case that matter is of interest to the committee, I 
respectfully suggest that you inquire from the Ex-Im Bank the reason 
and not from us because it is their judgment and not our judgment, 
[assure you of that. 

Mr. Harpy. If we find any such loans, I think that probably would 
be the course to pursue. If any of your people can take a glance over 
your loans and see whether or not there is any such, we would check 
that. | 

Mr. Branp. We would be glad to do that, Mr. Chairman. 

Mr. Harpy. The information, when received, will, without objec- 
tion, be included at this point in the record. 

(The information requested was submitted by the DLF, and 
follows :) 


Development Loan Fund loans repayable in U.S. dollars which are anticipated to 
involve substantial U.S. procurement 


In thousands of dollar 
Country I t Amount Percent U.S, 
l ment 
— 
ber awiniil $190 | 7 
felecommutr tior 3, 000 ip to 50 pere 
cen 
Philippines__ Roads and bridge 18,750 | About 60 percent. 
Mindan > portiand Cer 3, 700 100 pe ent 
Taiwan... _. Ingalls-Taiwan Shipt 2, 000 SO percent. 
Ingalls-Taiwan Shipbt Gty 3,150 | 100 percer 
Nicaragua. Matagalpa Public Utiliti 600 | FO percent 
Paraguay Brazilian Road 11,206 | About 70 percent. 
International Prod Cor 2, 600 0-70 percent. 
Telecommunication 1 500 | 100 percent. 
These loans are repayable both in U.S. dollars and local currencies. The shown amount is all U.S. dol- 
lar repayment. 


Mr. Brann. I might point out in answer to your question, which is 
avery valid question as to why there should be two agencies, I think 
it 18 a very valid question, the Congress made the decision that rather 
than having one institution—— 
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Mr. Harpy. Congress makes mistakes too, and if we made one jn this 
case, I am suggesting that we try to correct it, that is all. 

Mr. Branp. The reason back of it as I understand it was that the 
felt that having a soft door and a hard door in the same agency yy 
not a practical thing. Now I think it is really based on that, plus 
the fact that—another important distinction is that the Developme, | 
Loan Fund was to a much larger extent dependent upon the guidane 
under congressional mandate, specifically provided in the law by thy 
Secretary of State. ht 

Mr. Harpy. Go ahead. 

Mr. Monagan. Just one question. Is the implementation of fg. 
eign policy a consideration in one more than in the other? 

Mr. Brann. You mean between the two institutions ? 

Mr. Monagan. Yes. 

Mr. Branp. Yes, we are more directly under the guidance of thp 
Secretary of State. The Chairman of our Board is the Unde 
Secretary. 

Mr. Monacan. That is what you meant? 

Mr. Branp. That is exactly what I mean. I think it is the mog 
important distinction, a most important distinction. 

Mr. Reppan. Mr. Brand, is it the current policy of DLF to seek | 
dollar repayment to the maximum extent possible ? 

Mr. Branp. Well, I think that it is difficult to state it in exactly 
the same way you have stated it, Mr. Reddan. No, I don’t think 
that is the policy of the DLF. We are not trying to act like th 
Ex-Im Bank at all. We are not trying to take the place of the Ex-Ip | 
Bank. We are operating under an assumption that when the Ex-In | 
Bank is not taking interest, that one of the major decisions is the | 
repayment problem. And therefore we are operating more on the | 
basis that in our activity, we will give emphasis to the possibility of | 
repayment in local currency rather than dollars, but in many instances, 
I personally think we should not do anything to lose the repayment 
of American loans. But during the transitional periods in thes 
countries where we are trying to assist in a major way, they simply 
could not take on further dollar indebtedness in the minds of the 
pros of this activity, the World Bank, Ex-Im Bank, and private 
sources of capital. 

And so when we work in those fields, we do it under an assumption 
that our agency, if to be effective, will make its loans repayable for 
the most part—I emphasize the words “for the most part”—in cur 
rencies other than dollars. 

Mr. Mraper. Mr. Brand, do you have, offhand, any idea how muth 
of the loans that have been made to date by the Development Low 
Fund have provided for repayment in dollars? 

Mr. Branp. About 25 percent of the loans have some repayment i 
dollars. Now that doesn’t mean that those loans are 100 percent 
repayable in dollars, but some part, it may be half, it may be entirely. 

Mr. Meaper. You don’t have the figure ? 

Mr. Perry. We can get it for you. When we finished the last con- 
gressional presentation it was running between 20 and 25 percent. 

(The information requested was submitted by DLF, and follows:) 
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D velopment Loan Fund loans approved through Jan. 31, 1960, repayable 
eve 





in U.S. dollars 
J eee, Sena al ao ai aattiaenins salinity 
Region and country Purpose Loan amount 
i en neashtineseniaipiennpaejerliganagiateancininennpeianaigeattediasmigeen tal = 
4. Loans repayable in U.S. dollars: 
“a ica: . 
Aan jberia..--- ; Sawmill.... : $190, 000 
x Telecommunications 3, 000, 000 
Development of industry and agriculture _- 1 250, 000 
Nigeria. --- Warehouse construction__. 800, 000 
Sudan...-- Textile mill_-- a 10, 000, 000 
Subtotal, Africa-- 14, 240, 000 
urope: a aad : 
Eu ae cherlands. Lt Emigrant resettlement __ 3, 000, 000 
Yugoslavia--- Nitrogen fertilizer plant 2 5, 625, 000 
Hydroelectric plant - -- 2 3, 750, 000 
Subtotal, Europe 7 12, 375, 000 
Far East: 
Malaya-- Harbor development 10, 000, 000 
. ; Roads and bridges- - .- 10, 000, 000 
Philippines- - - - Small industry fund 5, 000, 000 
Roads and bridges.-. -- 18, 750, 000 
Pulp and papermill_.__- 5, 300, 000 
Cement plant 3, 700, 000 
Pulp and papermill ; 5, 300, 000 
Taiwan Shipyard expenses 2. 000, 000 
do 1 3, 150, 000 
Thailand . Meat processing plant 750, 000 
Subtotal, Far East ‘ ; 63, 950, 000 
Latin America ; 
Argentina Economic development 24. 750, 000 
Costa Rica Rural resettlement 300. 000 
Keuador Highway construction 2 2, 340, 000 
Guatemala Rubber production 5, 000, 000 
Kenaf bag factory 100, 000 
Nicaragua Public utilities 600, 000 
Paraguay Road improvement 2 1, 296, 000 
Modernization of operations 2, 600, 000 
relecommunication 500, 000 
Uruguay Telephone expenses 2 7, 255, 000 
Subtotal, Latin Ameri 45, 051, 000 
\ % Ea 
ran Economic development projects 47, 500, 000 
t I I 
Development of industry 5, 200, 000 
Highway construction 25, 000, 000 
Lebanon Development of industry 5, 000, 000 
Powerplant 500, 000 
Syria extile mill 700, 000 
Subtotal, Near East &3, 900, 000 
Other loans approved— letter of ad vice 10, 700, 000 
not issued. 
Total, loans repayable in dollars . 4 230, 216, 000 
pay 


1 Guarantee. 

? Portion of total loan which is repayable in dollars 

1 Does not include 2 loans where the DLF may, at its option, request repayment in dollars of the last 
half of that portion of the Joan to be disbursed in dollars (Ecuador, National Highways, and Peru-Aguayt 
Pucallpa Highway). 

‘The total amount, $230,216,000, amounts to 24 percent of the total charges against available DLF funds 
as of Jan. 31, 1960. 


ia, 


Mr. Mnaper. You are talking about 25 percent of the loans made, 
but you don’t say how much of the loan. 

Mr. Perry. Almost 25 percent of the total value. 

Mr. Maver. Would be repayable in dollars. 

Mr. Harpy. That would be reasonable, $200 million. 

Mr. Perry. The percentage may be less now than it was last summer. 
It was in that range. 
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Mr. Branv. In my judgment it would be under $200 million 
Mr. Mraprr. Now see if I understand your reply to Mr. Bray, yh d 
T believe, asked the question. You would seek repayment in dollan 
if that were feasible, if there were not a good reason for acceptin, u 
i= saminesenacel” ae 4 nas @ 7 ates : y * 0 
local currency, wouldn’t you? You would prefer to get dollars hag 


wouldn't you, if you can? » 

Mr. Branp. I think that engages us in a problem because if thy 5 
were true, Mr. Meader, and it is going to be all U.S. purchases on | 2 
own judgment is there is little reason for the Export-Import Bau | 
not having done it, but it is just my judgment. They have to mak a 
the judgment and I cannot in any way superimpose my judgment oy i 
that Board of Directors, and it is a very fine Board of Directors ayj |} to 
organization. | i 

Mr. Harpy. You used to help them but you don’t have that respon | he 


sibility now. 

Mr. Mraper. Now I understand that you are not supposed to mak! ha 
the loan if the Export-Import Bank wants to make it, but it may he, 
kind of a risk, or it may not involve purchase of American material | m 
products, or for some other reason maybe the Export-Import Bank ha 
just doesn’t want any more of that kind of loan. ‘Then you can mak pa 
the loan, but if you do, why, I would think you would try to get ».| th 
payment in dollars first. ‘Caer pa 

If that were not feasible or it would damage the country’s foreign) — wi 
exchange position to insist upon repayment in dollars, then you woul 
accept local currency, but that your effort would be to get dollars if| ot 
that were feasible ? | as 

Mr. Branp. Our normal and natural inclination, Mr. Meader, js of! as 
course, to have these loans repaid in hard currency to the fulleste) Be 
tent possible. There is no question about that, and as countries begin} sh 
to develop and can do more, our loans are going to increasingly, in| ci 
my judgment, to be repayable in dollars. “ 

Mr. Meaper. Of course repayment in dollars isn’t quite the dif-| wl 
cult thing that it used to be. The dollar isn’t as hard as it used toh} th 

Mr. Harpy. Some of them have more than we have. 

Mr. Branp. Not in the underdeveloped areas, though. th 

There is another distinction that might very well be made and thi, to 
is that the law pertaining to both institutions does have a provisin} mi 
that goes directly toward your comment, and that is, that under the} 0 
Export-Import Bank they shall find reasonable expectations of repay-| gi 
ment. Under our law, we shall find prospect of repayment. Nowth| 1 
legislative history does make a distinction, we make a distinction,» | 00 
you are quite right, there can be a loan whereby the procurement isin | di 
the United States; the loan may be repaid in dollars and yet ther [1 
at that particular time in the judgment of the Export-Import Baik | ou 
Board of Directors might be such that they prefer not to engage | 18 
that particular loan. And the ineligibility might be soundly estab Fr 


lished in the Development Loan Fund. Te 
Mr. Reppan. Mr. Brand, who makes the decision as to whethe | Mi 
or not repayment of loans shall be in soft currency or dollars? fin 


Mr. Branp. Our Board of Directors. 

Mr. Reppan. Is there any reliance on any agency or individual ot | ms 
side of DLF in reaching this decision ? ad 

Mr. Branp. Well, yes, our Board of Directors is comprised of o | © 
ficials from other agencies, none other. a 
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Mr. Reppan. Wearing DLF hats, do they reach this decision in- 
dependently of all other agencies ¢ 

Mr. BRAND. The process is this: I make the recommendations, after 
our executive committee in the Development Loan F und has clearly 
studied the matter, I make the recommendations to the Board of Di- 
rectors as to the repayment terms. Then the Board of Directors con- 
siders it and that 1s all there is to it. es 

Mr, Harpy. I don t know that we ought to get too far in that partic- 
ular thing, but I don’t know how you are going to read the minds of 
people sitting on Boards of Directors. The point that I am making is 
this: 1 would hate like everything to try to determine the extent 
to which, for example, Mr. Dillon’s personal reaction was motivated 
by his DLF hat and the extent to which it might be influenced by what 
he knew from a State Department hat. 

Mr. Branp. We rely on the great judgment of the Congress in 
having made him the chairman of the Board. 

Mr. Harpy. I am not suggesting that your process is wrong, I am 
merely pointing out that each of your Directors wears at least two 
hats and I think it is impossible to know whether their decisions on a 
particular loan are made on the basis of the cold financial facts or on 
the basis of information which they have through their other ca- 
pacity. I cited Mr. Dillon as an example, but I think the same thing 
would apply to other members of your Board. 

Mr. Branv. I think we have a fine sense of balance in financial and 
othermatters. We havethe U.S. Treasury, the Export-Import Bank, 
as well as the State Department, as you know, on our Board and I 
assure you that these matters are given very careful attention by the 
Board and have been openly discussed as to whether it should be or 
should not be, and there is a tremendous amount of flexibility exer- 
cised in it. 

Mr. Harpy. I think undoubtedly it is good to bring together people 
whose everyday activities relate to sides of governmental policy other 
than the matter of making a loan. 

Mr. Brano. I might explain to the chairman at this juncture that 
the technique presently used at the Development Loan Fund in order 
to reach these judgments is this: first, it is handled by our loan com- 
mittee and as the chairman knows, that loan committee is generally 
comprised of the loan officer for the area in question, one of our en- 
gineers, one of our economists; and they consider it and write a 
report. That report is considered by what we call the executive 
committee, which is nothing but a group of officers and chiefs of the 
divisions of the Development Loan Fund. After that is considered, 
I make a recommendation and that goes on an informal agenda, and 
our Board of Directors meets once a week. The informal meeting 
is held on one Friday and a formal meeting is held the following 
Friday, so there are three shots taken at the Managing Director's 
recommendation and over a period of at least 3 weeks. So you see, 
Mr. Chairman, these things are pretty well digested before they 
finally come out. 

Mr. Harpy. I can understand that, but the point I was trying to 
make; and I am not-suggesting that your process doesn’t have some 
advantages—the advantages may outweigh the disadvantages; but 
certainly the Secretary of the Treasury, if he participates in making 
a decision with respect to a foreign loan through any governmental 
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agency, would have in the back of his mind the knowledge and « 
perience of his office and the effect which the loan might have on th, 
overall financial problems of a country. So, I don’t know any vis 
you can separate those considerations from the deliberations of th 
DLF Bead. ti. 

Mr. Brann. I think you are completely right. You don’t separatp 

Mr. Meapver. Well, there must be some kind of clearance and on. 
sultation at a level lower than the Secretaries before you arrive 7 
such a decision. Isn’t there? Do your people touch base with the 
Treasury Department as to what the effect on our fiscal situatig, 
would be if a loan were repayable in dollars as compared with sof 
currency ¢ ; 

Br. Branp. That is the whole purpose of the informal agenda whic, 
is attended by the deputies of our Directors. For instance, Mr. Many 
Assistant Secretary, would attend that meeting rather than Mr. Dillon, 
and Mr. Von Klemperer of the Treasury Department may attend jp. 
stead of Mr. Upton. Mr. Stambaugh may attend from the Ex-Jp 
Bank instead of Mr. Waugh. And Mr. FitzGerald may attend 
from ICA instead of Mr. Riddleberger, and then each of them is g¢. 


companied by staff people, so that we have a good round of diseys. | 


sion. If we want more information, we will delay it until we have jt, 
I believe this is one of the most difficult of our policy matters, | 


have a rather strong belief that it would be well if the DLF in its | 


future loans gave consideration to some part of every loan having 
a feature of repayment in dollars. I don’t think that it need be on 
a broad policy basis, it could be handled on a loan-to-loan basis, but 
it is a troublesome and very difficult matter because of the changing 
conditions all over the world where we operate, and anticipated things 
may or may not happen in a given country, so you operate with a 
degree of flexibility that is absolutely necessary. One country is very 
different from another. 

Mr. Harpy. To what extent does the Ex-Im Bank influence the 
terms of the loans that the DLF makes? 

Mr. Branp. Well, to the extent that their membership on the Board 
of Directors, and judgment, as any member of the Board of Director 
would have that influence, if you are asking me 

Mr. Harpy. I was thinking in terms of dollar repayments, actually, 
Isn’t it true that the Ex-Im Bank has at times insisted that DLF 
should not provide for repayment in dollars? 

Mr. Brann. Yes, sir. 

Mr. Harpy. And at times when DLF thought they could and should 
get repayment in dollars? 

Mr. Branp. Yes, I think that is true. 

Mr. Harpy. Would that be because Ex-Im Bank feels that if DIF 
is repaid in dollars they are stepping on Ex-Im Bank’s toes? 

Mr. Branp. I think that the reason is this: That the Ex-Im Bak 
does not intend to desist in its operations in any country, nor does the 
World Bank, nor does private capital, and to the extent that the DL? 
uses the dollar repayment capacity of a country and limits them 
their future lending; it is just as clear as that. <a 

Mr. Harpy. So in the case of Spain, for instance, if DLF insisted 
on dollar repayments on a particular loan, it lessened the likelihoo 
of the Ex-Im Bank getting dollar repayments on its loans? 
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Mr. Branb. Future loans; that is exactly true. | : 

Mr. Harpy. Or actually on the present ones. So that would be 
the basis my it. 

ey. Mr. Brand, isn’t there one further level of approval after 
the Board before you can sign the final agreement 

Mr. Branp. I didn’t understand the question, Mr. Bray. shia 

Mr. Bray. Is there not one further level of approval required ‘ 

Mr. Branp. Yes; National Advisory Council. my 

Mr. Bray. What is the function of the National Advisory Council ’ 

Mr. Branp. The function of the National Advisory Council is that 
it shall coordinate bet ween the various agencies making foreign loans 
and its office and duties are responsive to the law of the Congress 
establishing NAC and is specifically set forth as I have just de- 
seribed—a coordinating group between the agencies making loans 
in foreign countries. 
ee. In fact, has NAC ever disapproved a proposed DLF 
loan that has been passed by the Board ¢ 

Mr. Brann. No; not to my knowledge. 

Mr. Bray. I have seen in DLF files some of the transmittals to 
NAC requesting approval and some of the NAC Teplies, and they 
seem most perfunctory. In effect, DLF says, “NAC, do you have any 
objection?” And NAC comes back immediately with a very brief 
statement and says, “We have no objection.” There is no indication 
of what is considered by NAC, 

Mr. Branp. Well, it might be described this way, Mr. Bray, that 
we seek the advice of the NAC and we send a letter over and we send 
a memorandum generally describing the loan that we are proposing 
to have the NAC advise upon and then the staff of the NAC, to- 
gether with representatives of our staff, will consider the matter. 
After they have considered the matter, the NAC at a regular meeting 
again considers the matter and I have attended a great many meetings 
at the NAC and it is very apparent that the details have been very 
carefully considered, and if there is no objection the NAC informs 
the agency in question. 

Mr. Bray. Thank you. 

Mr. Monacan. Do we have testimony as to the makeup of the 
NAC? 

Mr. Branp. Yes; it is comprised of Mr. Anderson, Secretary of 
the Treasury, as Chairman; Mr. Herter, Secretary of State; the 
Chairman of the Federal Reserve Board, William McChesney Mar- 
tin; and Chairman of the Export-Import Bank, Samuel C. Waugh. 
That is five. And Mr. Mueller, the Secretary of Commerce; I don’t 
believe I named him. 

Mr. Monacan. How often do they meet, Mr. Brand? 

Mr. Branp. Well, sometimes they meet more than once a week. 
They do not have a regular stated meeting. They meet at the call 
of the chairman. 

Mr. Harpy. Actually, I don’t know that we have too good an indi- 
cation of the participation of the individual members of the Council 
in these deliberations and I am not particularly enthusiastic about 
getting into it at this stage. But in any event the members of the 
NAC have an opportunity individually to examine these particular 
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loans if they see fit to do so. And if they leave it to the staff, and 
simply approve the staff action, that is presumably within their prov. 


ince, also. But I would suppose that if a proposed loan came to thejp | 


attention which seemed to them to have any particular signifie 
they would probably give it personal attention. 
_ Mr. Branp. 1 hat is exactly the way it happens, Mr. Chairm 
The senior members do study the important loans. 

_ Mr. Harpy. Well, I had gotten the impression from conversa. 
tions with some of NAC people that actually it would be the exception 
rather than the rule if the statutory members of the NAC individual} 


alice, 


and personally got into the details of these loans. That would be the | 


exception rather than the rule; would it not ? 

Mr. Branv. Well, I don’t think I can 

Mr. Harpy. You probably are not in a position to speak for them 

Mr. Branp. I cannot speak for them, but I know in many, many 
occasions I have personally discussed with the senior officials details 
of loans. I am speaking of the Secretary of Commerce, Secretary of 
State, and Secretary of the Treasury. 

Mr. Harpy. I think the first contact this committee had with NAC 
was not with the Secretary of the Treasury but with an Assistant 
Secretary of the Treasury. 

Mr. Bray. Mr. Brand, did the National Advisory Council approve 
DLF’s new procurement policy before it was placed in effect ? 

Mr. Brann. It was approved by the Board of Directors of the 
Development Loan Fund and the National Advisory Council does not 
approve any of the policies of DLF as such. 

Mr. Bray. I was advised by your General Counsel when I requested 
the information that it had not been formally approved by your 
Board. ; 

Mr. Branpv. That it had not been ? 

Mr. Bray. It does not appear in your minutes. 

Mr. Loomis. Oh, no, sir. 

Mr. Bray. Did I misunderstand you, Mr. Loomis? 





Mr. Loomis. Your request was, Mr. Bray, at least as I understood | 


it, what if any papers were presented. You wanted a copy of any 


poner’ presented to the Board of Directors of the Development Loan | 


und in connection with this procurement policy and my answer was 
that the policy itself was set by the Director of the Development Loan 
Fund, but it was done by means of informal conversations among 
themselves. There was no paper on the procurement issue sent to the 
directors similar to the type of loan paper that we send to them in 
connection with an individual loan. 

Mr. Bray. I perhaps phrased the point badly. There were minutes 
which you gave me of a Board meeting of the 10th of November. 

Mr. Loomis. That is correct. 

Mr. Bray. On which date the Board retroactively expressed its 
approval of a press release which had been issued on October 2 


announcing the new policy. Now, it was my understanding that there | 


were no minutes prior to October 20 recording any Board action 
this policy. Is this correct? 

Mr. Loomis. That is correct. 

Mr. Bray. Thank you. 
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Mr. Meaver. Mr. Brand, the National Advisory Council and your 
poard of Directors are from the same agencies, for the most part, are 


y not f mn - 
or Branp. To a great extent. Three of the five are the same 
people. 


Mr, Harpy. Then what is the purpose of submitting the loans to the 
National Advisory Council except to comply with the law, which Con- 
ress may or may not have been wise in establishing ? | 
° Mr. Branv. I do not think that distinction was felt to be an impor- 
erhaps. 

AT Passe. Dadithiy of NAC fluctuates from time to time. 

Mr. Harpy. Isn’t that statutory ‘ 

Mr. Perry. Yes; but it still fluctuates. 

Mr. Harpy. Doesn’t your Board also fluctuate ? 

Mr. Perry. It could. 

Mr. Harpy. Actually, if you have on your Board a majority of 
NAC members for ratification of approval, it seems to me it would 
be just wasted motion. You are, in fact, only giving the Chairman 
of the Federal Reserve Board and the Secretary of Commerce a chance 
to look at the loan, because they haven’t enough votes to override it 
{they saw fit to doit. Isn’t that right, from a practical standpoint ? 

Mr. Brann. Well, the facts speak for themselves, Mr. Chairman. 

Mr. Harpy. That is one of these interlocking directorates. 

Mr. Branp. That is like when I was representing both the Savings 
& Loan and the Champaign Bank. But I do tell you there is one 
difference, and this is a difference with a distinction. In those days 
it was the heart of the depression, and if I hadn’t represented them 
both it would have been pretty hard to keep the family going. 

Mr. Reppan. Mr. Chairman, could we ask for a submission, for the 
record, of a list of the loans containing the provisions for repayment 
in hard currency, either in whole or in part? 

Mr. Harpy. Yes, if it is not too much of a job to get up. 

Mr. Branp. Yes, Mr. Chairman. It will, of course, be in our annual 
statement that we are preparing now for the Congress. I wonder if 
we need both ? Would you like it prepared first? All the terms and 
conditions of every loan will be shown in our report. 

Mr. Harpy. When will that be issued ? 

Mr. Perry. Well, we have to get permission of the committee. It 
will be easier to get a list for you. We will be doing it anyway. 

Mr. Branp. All right. We will gladly furnish it to you. 

(The information referred to appears on p. 415.) 

Mr. Harpy. Thank you. 

Mr. Reppan. Mr. Brand, under the provisions of the loan agree- 
ments with India, as I read them, a large part of the funds can be used 
to meet obligations incurred before the loan was made. Now, could 
you reconcile this for us with section 516 of the Mutual Security Act 
which prohibits the use of funds for retirement of debt 2 

Mr. Branp. I am not acquainted, Mr. Reddan, with the provisions 
of 516 in a legal sense. We have a legal department at our Develop- 
ment Loan Fund and I will refer that question for study by our legal 
department and will answer in detail later. 

Broadly speaking, let me give you an example of why this type of 
in operation was made effective and I take minor issue with the phrase 
that most of the funds were used for this purpose, 
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As an example, in order to have an electric powerplant, you of COURS 
have to have a generator. The order for the generator may, in ceptgiy 
instances, have been placed before construction and before the other 
engineering is done, and everything is put into play necessary for thy 
generator, but it has not been delivered. ; 

Now, under the policies of our Development Loan Fund, should y 
say to India, “Well, look here, you have to buy a new generator 9) 
though you have one on order and this will delay you a year, but ym 
go ahead and get it even though the delay is going to cost you mop 
money and you are not going to get the electricity but, just to be fuggy 
we will make you buy a new one.” e 

Now, you can very well see the reasonableness in accepting the oy 
that is on order. 

Now, on the foreign debt situation, I don’t think the debt arises until 
the egaipment is delivered and put into operation. But in these cage 
we did not finance in any one instance that I have any knowledge of 
property that had been delivered there. 

Mr. Reppan. No, that is true, not delivered. 

Mr. Branp. If you want a legal answer I will refer it to Mr. Loomis 

Mr. Reppan. Mr. Loomis, will you answer this / 

Mr. Loomis. I would like to present a memo to the committee befor | 
these hearings are adjourned. 

Mr. Harpy. The subcommittee will be glad to receive the memp. 

randum. It will be inserted at this point in the record. 

(The memorandum referred to was submitted by the DLF ani 
follows :) 


RNR 


ee 


STATEMENT ON THE APPLICABILITY OF SECTION 516 OF THE MuTUAL SeEcvurrry Ac 
TO FINANCING BY THE DEVELOPMENT LOAN FUND 


During the hearings conducted by the House Subcommittee on Foreign ani 
Monetary Affairs on February 3 and 4, 1960, with respect to the operations of the 
Development Loan Fund (DLF) in India, the subcommittee inquired as to the 
applicability of section 516 of the Mutual Security Act of 1954, as amended, t 
certain DLF loans in India. The subcommittee was interested in determining 
whether the prohibition contained in section 516 might preclude DLF financiag | 
of equipment which had been procured in connection with a particular projet | 
and which had been ordered prior to the data of a commitment by DLF to pm 
vide such financing. Vance Brand, managing director of DLF, stated that 
memorandum would be prepared for submission to the subcommittee giving the 
legal interpretation of section 516 with respect to the DLF, together with a state 
ment of the practice DLF was following in this regard. This memorandum has 
been prepared in compliance with Mr. Brand’s statement. 

Section 516 provides as follows: 

“Sec. 516. PROHIBITION AGAINST DEBT RETIREMENT.—None of the funds mate 
available under this Act nor any of the counterpart funds generated as a result 
of assistance under this Act or any other Act shall be used to make payments 0 
account of the principal or interest on any debt of any foreign government or @ 
any loan made to such government by any other foreign government; nor shal 
any of these funds be expended for any purpose for which funds have be 
withdrawn by any recipient country to make payment on such debts: Provided, 
That to the extent that funds have been borrowed by any foreign government il 
order to make a deposit of counterpart and such deposit is in excess of the amoutl 
that would be required to be deposited pursuant to the formula prescribed by st 
tion 142(b) of this Act, such counterpart may be used in such country for al 
agreed purpose consistent with the provisions of this Act.” 

Although two approaches have been advanced in the agencies concerned with 
section 516 as to its ultimate scope, there has never been any suggestion that th 
ay tion prohibits U.S. financing of goods already ordered by other governmetlt 

© Not yet delivered (i.e., for which payment is not yet due). Mr. Leslie 4 
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Grant, Associate General Counsel of ICA, in an opinion dated April jd, 1958, 
stated that section 516 * would in general preclude the use of mutual security funds 
f rthe financing of equipment ordered and delivered prior to a commitment by the 
7 ited States to finance such equipment. Section 516 would not preclude such 
Peering, however, if delivery had not as yet taken place at the time the com- 
mitment was made because a “debt” would not yet have arisen. A copy of Mr. 
Grant’s opinion is attached hereto. E , , ee 

Mr. Stanley Metzger, Assistant Legal Adviser for Economic Affairs in the De- 
partment of State later rendered an opinion dated August 7, 1958, on the inter- 
pretation of section 516 with respect to DLF operations, more narrowly limits the 
type of “debt” referred to in the statute. [ nder this opinion, section 516 is held 
to preclude use of mutual security funds to assist foreign governments in making 
payment on principal or interest on their own internal or external borrowings, 
which are the types of “debts” which have “principal and “interest. It would 
not, however, preclude the use of DLF funds to pay for equipment already de- 
livered if no borrowings were involved. A copy of Mr. Metzger’s opinion is also 
attached hereto. s 4 i 

As a matter of practice, DLE has not financed equipment which had been de- 
livered prior to a commitment to finance a particular project although it has 
financed equipment which had been ordered but not as yet delivered. Since 
either opinion referred to above would permit financing of equipment not as yet 
delivered at the time of the commitment, section 516 does not appear to present 
any legal problem with respect to the practices of the DLF. In response to a ques- 
tion by Congressman Meader, there has been no request by the executive branch 
for further elaboration of the intent of Congress in enacting this section. 


APRIL 14, 1958. 


INTERPRETATIONS OF SECTION 105, MUTUAL SECURITY APPROPRIATION Act (ANTIDEBT 
RETIREMENT PROVISION), BY LESLIE A. GRANT, ASSOCIATE GENERAL COUNSEL 


May ICA finance a contract for goods or services entered into by a cooperating 
country prior to the time that ICA obligates funds to finance the contract 
(through issuance of a PA or approval of a project agreement) ? 

A distinction must immediately be made between ICA policy and legal 
authority. On the policy side ICA frowns upon such financing. ICA Regula- 
tion I specifically provides that contracts for the purchase of commodities and 
services are not eligible for financing under a PA or PIO if made prior to 
the date the PA or PIO is issued or, if the PA or PIO expressly specifies an 
initial contracting date, prior to such date (sec. 201.5(a)(1)). However, ICA 
policies may be waived or amended in a deserving case. The question in this 
paper is not ICA policy but ICA statutory authority. The statute involved 
is section 105 of the Mutual Security Appropriation Act. The requirements of 
this statute may not be waived by ICA but can be waived only through a 
Presidential determination pursuant to section 401 of the Mutual Security Act. 

Section 105° prohibits the use of mutual security appropriations or of counter- 
part funds to retire a cooperating country’s debt. It further prohibits the 
expenditure of these funds “for any purpose for which funds have been with- 
drawn by any recipient country to make payment on such debts.” These pro- 
hibitions have raised the following questions which are discussed below: 

(1) Question. Is “debt”? within the meaning of section 105 limited to indebted- 
hess arising from loans from a foreign government? 

Answer. Section 105 precludes payment on any debt of the cooperating 
country and is not restricted to payments on loans made by a foreign country. 
The statute expressly makes this clear. It prohibits payment ‘on any debt 


‘Mr, Grant’s opinion actually deals with sec. 105 of the Mutual Security Appropriation 
Act, 1958, the similarly worded statutory antecedent of sec. 516. 

*Sec. 105 provides: “None of the funds provided by this Act nor any of the counterpart 
funds generated as a result of assistance under this or any other Act shall be used to 
make payments on account of the principal or interest on any debt of any foreign govern- 
ment or on any loan made to such government by any other foreign government: nor shall 
any of these funds be expended for any purpose for which funds have been withdrawn 
by any recipient country to make payment on such debts: Provided, That to the extent that 
funds have been borrowed by any foreign government in order to make a deposit of counter- 
part and such deposit is in excess of the amount that would be required to be deposited 
pursuant to the formula prescribed by section 142(b) of the Mutual Security Act of 1954, 
as amended, such counterpart may be used in such country for any agreed purpose con- 
sistent with the provisions of such Act.” 

48437—60 28 
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of any foreign government or on any loan made to such government by any 
other foreign government.” ’ 

(2) Question. Is debt within the meaning of section 105 limited to public 
borrowings made by the cooperating country in contrast with obligations incurred 
by the country in commercial transactions? 

Answer. Section 105 precludes payment on “any” debt without limitation 
It does not distinguish between types of indebtedness on the basis of the manner 
in which the indebtedness has arisen. 

(3) Question. Are ICA funds unavailable to make payments on a cooperating 
country’s debt regardless of when the debt arises? . 

Answer. No. ICA funds may be used to make payments on a country’s debt 
where the debt has been incurred on the basis of a commitment by the Unite 
States to make funds available for the purpose for which the debt has heey 
contracted. Although section 105 literally precludes the use of funds to make 
payment on “any” debt, this section was enacted by the Congress with fy 
knowledge of the methods employed by ICA to finance aid transactions. These 
methods include the issuance of procurement authorizations or project imple 
mentation orders under which cooperating countries are authorized to enter 
into transactions creating an indebtedness with a commitment that ICA fungs 
may be used to pay off the indebtedness. Clearly, section 105 was not intendeg 
to preclude ICA from carrying on its normal methods of operation. Accordingly, 
it has been interpreted as raising no bar to the use of ICA funds to pay q 
country’s debt where these debts are incurred on the basis of a U.S. commitment 
to pay them. But the commitment must be given before, not after, the debts 
are created. This U.S. commitment, required as a condition precedent to the 
incurring by the cooperating country of the debt, need not take the form of ap 
obligation of U.S. funds sufficient to satisfy the requirements of section 131] 
(e.g., issuance of a PA or execution of a project agreement). Any prior com- 
mitment, however informal, is sufficient to eliminate the bar of section 105, 

(4) Question. To what extent may ICA funds be used to finance contracts 
for goods or services entered into by a cooperating country before an ICA 
commitment to finance the contract? 

Answer: Section 105 does not prohibit ICA financing of a contract merely 
because it has been entered by a cooperating country prior to an ICA commit- 
ment to finance the contract. Section 105 precludes the use of funds to pay a 
country’s “debts” and all contractual obligations are not debts. A debt may 
be defined as an obligation to pay a sum of money which is certain or capable 
of ascertainment by a simple calculation. The obligation must be a present 
one, or at least one not subject to any future contingency. 

To answer the above question an analysis must be made of the payments 
which the country is obliged to make under the contract in order to determine 
which, if any, payment obligations constituted a debt at the time the US 
commitment to finance was given. Whenever a county is under a present 0b 
ligation to pay a fixed or easily fixable sum of money and this obligation can- 
not be disturbed by any future contingency, the country has incurred a debt. 
Any such obligation existing when the U.S. commitment to finance is made, 
cannot be financed with ICA funds. Other obligations can be financed. In 
short, obligations under a contract entered into before the U.S. finance comnit- 
ment is made, are not per se ineligible for ICA financing. Only those are in- 
eligible which have ripened into “debts.” 

In most commercial contracts it is customary for the parties to agree that 
the obligation of the buyer to pay for goods or services arises when those goods 
or services have been delivered. So before delivery, there is no matured oblige 
tion to pay. The contractual obligation to pay is subject to the future cor 
tingency of delivery. Hence, the obligation is not a debt prior to delivery of the 
goods or services. Therefore, in most cases where a commitment is made to 
finance preexisting contracts of an aid country, ICA funds may be used to pay 
for goods or services which have not yet been delivered but may not be used 
to pay for goods or services which have been delivered. This convenient rule of 
thumb cannot, however, be relied upon to provide a completely accurate answer 
in every case. For example, contracts may establish times other than the 
time of delivery at which the payment obligation under a contract becomes mt 
ture, and, whenever that time occurs, the obligation to pay under the contract 
becomes a debt and ICA cannot, under section 105, finance it unless the US 
commitment has theretofore been given. 
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The above rules may be clarified by the following illustrations : 
Illustration 1—Country X on January 1 enters into a contract for the purchase 
of commodities with payment to be made February 1 upon delivery. On January 
ia US. commitment is made to finance the contract. ; 
" gection 105 is no bar to such financing, because at the time of the U.S 


». 


commitment the obligation of country X to pay had not matured (i.e., was not a 
debt). ‘ : aD tla Hele oa ‘ iverv is ‘m: 

Illustration 2.— Same facts as illustration 1, except that delivery is made on 
February 1 and the U.S. commitment is made on February 15. 

Here the obligation to pay under the contract has matured and become a 
debt prior to the U.S. commitment and section 105 prohibits ICA financing. The 
prohibition applies irrespective of whether the country has in fact made pay- 
ment or not. ‘. ‘ . 

Iustration 3.—On February 1 country X enters into a contract for services 
with payment to be made at the end of each month for services performed dur- 
ing each month. The contractor starts to perform services on February 1. On 
April 15 the United States gives country xa commitment to finance all services 
rendered under the contract. Country X has already paid the contractor for the 
services rendered in February, but for none thereafter. 

ICA funds may not be used to pay for the services rendered during February 
and March. X’s obligation to pay for these services has ripened into a debt 
under the terms of the contract. The fact that X has not paid for services 
performed during March is immaterial, and does not permit ICA financing. 
ICA funds may be used to finance the services rendered during April and subse- 
quent months. The fact that half of the services due in April are performed 
prior to the U.S. commitment is immaterial. Payment for these services is not 
due until after the U.S. commitment is made. X’s obligation to pay for April 
services has not become a debt prior to the U.S. commitment. 

Illustration 4.—Country X enters into a contract on February 1 to purchase 
machinery to be built by the seller. The contract obliges country X to make the 
following progress payments : 

~ayment A: February 1 when contract is signed. 

Payment B: March 1. 

Payment C: April 1. 

Payment D: May 1. 

Payment E: June 1. 

Payment F: June 15 (delivery date). 
On April 15 the United States gives country X a commitment to finance the con- 
tract. At that time country X has made payments A and B. Payment C, due 
April 1, has not been made. 

ICA may not finance payments A, B, and C. The obligation to make these pay- 
ments became debts of country X on February 1, March 1, and April 1, re- 
spectively, before the U.S. commitment was made. It is immaterial whether 
country X has actually made the payments or not. 

Iilustration 5.—Same facts as illustration 4 except that contract provides 
that it shall not become binding until payment A has been made. 

Here although ICA funds may not be used to reimburse country X for pay- 
ments B and C, as above, they may be used to reimburse for payment A. The 
obligation of X to make payment A never became a debt. This obligation was 
discharged simultaneously with its creation. 

Illustration 6.—Same facts as illustration 4 except that country X voluntarily 
makes payment B on February 15 prior to the due date for payment B under the 
contract. 

The obligation to make payment B never became a debt under the contract 
and ICA funds may be used to reimburse country X for such payment. 





MEMORANDUM 


Avueust 7, 1958. 
To: OFD, Mr. Turnage. 


From : L/E, Mr. Metzger. 
Subject: DLF financing of development projects already underway. 

You have raised the question whether the DLF may finance in whole or in 
part development projects already underway in an eligible foreign country, 


and in this connection have asked my opinion concerning the applicability of 
section 516 of the Mutual Security Act of 1954, as amended. 
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1. Section 201 of the Mutual Security Act of 1954, as amended, declares 


purpose of the DLF to strengthen friendly foreign countries by, among te 


things, assisting * * * “on a basis of self-help and mutual cooperation, the 
efforts of free peoples to develop their economic resources and to increase their 
productive capabilities.” 

Section 202 authorizes the Fund to carry out the purposes of title II of the 
Mutual Security Act of 1954, as amended, by making loans, credits, or guaran. 
ties, or to engage in other financing operations or transactions with nations Or. 
ganizations, persons, or other entities, upon such terms and conditions a. it 
may determine, taking into account, among other factors, the economic and 
technical soundness of the activities to be financed. Nothing in title IT of the 
Mutual Security Act of 1954, as amended, precludes the financing of deyelg, 
ment projects in friendly foreign countries which are already underway before 
financing commitments are made, and the authority of the Fund in section 9 
(b) is clearly broad enough to cover such financing. y 

Section 516 of the Mutual Security Act of 1954, as amended, reads ag follow: 

“PROHIBITION AGAINST DEBT RETIREMENT.—None of the funds made available 
under this Act nor any of the counterpart funds generated as a result of Assist. 
ance under this Act or any other Act shall be used to make payments on accoyy 
of the principal or interest on any debt of any foreign government or on any 
loan made to such government by any other foreign government; nor shall any of 
these funds be expended for any purpose for which funds have been withdraw) 
by any recipient country to make payment on such debts: Provided, That to the 
extent that funds have been borrowed by any foreign government in order to 
make a deposit of counterpart and such deposit is in excess of the amount tha 
would be required to be deposited pursuant to the formula prescribed by section 


142(b) of this Act, such counterpart may be used in such country for apy | 


agreed purpose consistent with the provisions of this Act.” 

You have asked whether this section precludes the use of DLF funds tp 
make payments to foreign governments, agencies, or entities, which will be used 
to pay for goods or services procured in connection with a development project 
already underway before DLF financing is made. In particular you asked 
whether this section precludes such payments where such procurement has 
been completed (contract made and goods delivered or services rendered) before 
DLF financing of the project has occurred. 

In my opinion, section 516 of the Mutual Security Act of 1954, as amended, 
does not preclude such financing, even where the contract for goods or services 
in connection with a prior existing development project has been completed 
except for payment for the goods or services already rendered. Section 5i§ 
precludes the use of MSA funds in order “to make payments on account of 
principal or interest on any debt of any foreign government” or on any loan 
made to such government by any other foreign government. In the case wher 
services or goods have been contracted for and delivered or rendered, DIF 
financing used to pay for such services or goods would not be used “to make 
payments on account of the principal or interest of any debt” within the meaning 
of section 516. The use of the terms “on account of the principal or interest 
on any debt’ makes it clear that the Congress was talking about particular 
kinds of debts, not “any debt.” Had the Congress been talking about “any 
debt,” it would not have used the term ‘‘on account of the principal or interest 
on any debt.” Contracts for the procurement of goods or services do not orii- 
narily contain provisions for payment on “principal” and “interest.” While it 
is not unknown that there may be penalty provisions in the event of default of 
payment on contracts for goods or services, this is not what is normally meant 
by “principal” or “interest.” More often, there will be a discount for prompt 
payment. And, as a normal matter, there will be no provisions which are char 
acterized by the concepts “principal” or “interest.” The “principal” and “inter 
est” conception is normal in relation to borrowings of money, and the contem 
in which the Congress used the term strongly indicates that this is what it bal 
in mind, because immediately following the clause with respect to paymels 
“on account of principal or interest of any debt” of a foreign government, there 
follows the clause, ‘on any loan made to such government by any foreign gover: 
ment.” It appears from this context that what the Congress had in mind wi 
to preclude use of MSA funds by a foreign government or entity in makits 
payments on principal or interest on its own internal borrowings. as well ® 
upon its external borrowings. Such internal borrowings often take the forn 
of borrowings from a central bank, bond issues, or public debt transactions with 
a government’s own treasury. The last phrase of section 516 before the provi 
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in no way changes the situation, since by referring to “such debts,” it runs 
sock to the particular type of debts—borrowings—spoken of earlier. To read 
the section otherwise would not only, in my opinion, be inconsistent with its 
terminology, but, in connection with DLF, would be imposing a restriction upon 
the use of DLF funds not set forth in title II, one which could result in impair- 
ment of the ability of DLF to carry out the purposes of title II, and nowhere 
else implied. There is no legislative history of section 516 which is inconsistent 
with the above-stated interpretation. 

accordingly, it is my opinion that nothing in section 516 of the Mutual Security 
Act of 1954, as amended, precludes DLF financing of development projects in 
eligible countries already underway, including the use of DLF funds by the 
foreign entity to pay for goods or services already rendered in connection with 
such projects. Section 516 would preclude the use of DLF funds to pay the 
principal or interest on any borrowings made by the foreign entity in connection 
with a project already underway or, indeed, with a development project not yet 
underway. 

Mr. Harpy. Have you already made a ruling on this? 

Mr. Loomis. No, sir; I have not. 

Mr. Harpy. I thought there had been similar situations which arose 
in the past and I seem to recall having seen an indication that pre- 
viously a similar sort of situation had been rejected as being illegal. 

Mr. Gotzsy. May I speak to that, Mr. Chairman. 

Mr. Meaper. Why don’t we start out by reading section 516, or the 
pertinent port ions of section 516? 

Mr. Harpy. Let Mr. Reddan do that. 

Mr. Reppan (reading) : 

Section 516, Mutual Security Act, Prohibition Against Debt Retirement: None 
of the funds made available under this Act nor any of the counterpart funds 
generated as a result of assistance under this Act or any other Act shall be used 
to make payments on account of the principal or interest on any debt of any 
foreign government or on any loan made to such government by any other 
foreign government; nor shall any of these funds be expended for any purpose 
for which funds have been withdrawn by any recipient country to make payment 
on such debts: Provided, That to the extent that funds have been borrowed by 
any foreign government in order to make a deposit of counterpart and such 
deposit is in excess of the amount that would be required to be deposited 

i ; . I 
pursuant to the formula prescribed by section 142(b) of this Act, such counter- 
part may be used in such country for any agreed purpose consistent with the 
provisions of this Act. 

Mr. Brann. The point of the question being asked, is payment by 

Br q bein; 
the DLF procurement of material that is on order but has not been 
delivered to India, a payment of debt? 

I think we should have an opportunity to consider that question 
before we answer and I shall request that from the committee. 

Mr. Harpy. From a practical standpoint, it might be that the action 
in this case was a desirable action. From a standpoint of the intent 
of Congress, as I read that, I would doubt it. I don’t doubt that you 
have legal talent that can find it is perfectly legal, because I have 
never seen any legal talent that couldn’t adapt themselves pretty well 
tothe requirement of the times. 

Mr. Loomis. Thank you. 

Mr. Brann. Again I hope the record shows the smiles on our faces. 

Mr. Loomis. I will do my best not to disappoint you, sir. 

Mr. Harpy. I felt certain you would anyway, Mr. Loomis. 

Mr. Loomis. Thank you. 


Mr. Harpy. Otherwise you have no business representing Mr. 


Brand. 
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Mr. Meaver. Mr. Chairman, the gentleman at the end of the tah) 
wants to answer the questions. 

Mr. Harpy. If he has an answer, I think we ought to hear it. 

Mr. Meaper. Unless Mr. Brand wants to keep him from answer; 

Mr. Branp. I am not going to put a cloture on my lawy 


e 


ng, 
ers, 


Mr. Gorsy. I think we can give a better and more consider; | 


answer in a memorandum, Mr. Chairman. 

Mr. Harpy. Haven’t you done it before ? 

Mr. Gotpy. Yes, sir. 

Mr. Harpy. Did you do it? 

Mr. Gotsy. Yes, sir. 

Mr. Reppan. What is your position with DLF, Mr. Golby ? 

Mr. Gotsy. Deputy General Counsel. 

Mr. Perry. Mr. Chairman, I would like to make one point before hp 
goes ahead and that is, this is a general provision of the Mutya 
Security Act and not just title 2 which pertains to Development 
Loan Fund. 

Mr. Harpy. It isapplicable to DLF. 

Mr. Perry. What I am saying, is that what we do has to be cop. 


sistent with the overall interpretation of that section. I think ye | 


should point out what we are doing is within the overall interpreta. 
tion. 

Mr. Harpy. You mean you have gotten somebody else to make 
an interpretation that gives you more latitude than you think you 
can get from your own counsel ? ; 

Mr. Perry. No, sir. 

Mr. Harpy. Mr. Golby, if you have previously prepared an opin- 
ion on a similar situation, I would like to know what your opinion 
was and how you arrived at it. Did it arise in connection with a 
proposed loan to Uruguay. 

Mr. Goxrgy. I don’t remember it having arisen in that loan, al- 
though it may have. This point has come up on a number of occa- 
sions. 

Mr. Harpy. Mr. Hutchinson signed the telegram that raised the 
question about legality. Of course, he must have gotten his informa- 
tion from you. 

Mr. Goxtpy. It is possible that he did. 

Mr. Perry. I don’t believe that telegram was ever dispatched. | 
believe it is only a draft. 


Mr. Reppan. There is nothing here that would indicate that itis | 


Mr. Perry. It would have a number at the top. 

Mr. Reppan. Supposing we ask Mr. Hutchinson’s basis for drafting 
that document ? 

Mr. Harpy. I don’t think we need to. 

The point involved is this. Apparently we have here a low 
to India to be used for payment of contractual obligations already 
incurred. Now, the question was raised by ICA’s own top officials 
in a similar situation in 1958. It should have been resolved at that 
time; maybe it was, but if it was, and if Mr. Hutchinson’s questions 
of legality were valid at that time, they ought to be still valid. 

Mr. Harpy. Mr. Hutchinson, did you sign that telegram? Didi 
ever go out ? 

Mr. Hurcutnson. I don’t know whether it was ever dispatched ot 
not. 
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Mr. Harpy. You have some doubts of the legality? — 

Mr. Hurcuinson. The problem of the applicability of this par- 
ticular section involved has come up various times within the DLF. 
At the time this particular loan was being considered there was an 
indication 

Mr. Reppan. Excuse me, which loan ? 

Mr. Hurcntson. The loan for the UTE Telephone—the Uruguay 
Telecommunications Enterprise, I believe it is, and there was an indi- 
cation that the proposed applicant might proceed to sign the contract 
and go ahead with the execution of the job well in advance of any 
thorough consideration or approval of the loan by the DLF. 

So, it was thought that it might be wise, and I don’t know whether 
this was the final decision or not, to send a cable indicating that if a 
contract was signed and work progressed to a significant degree, that 
the question of the applicability of section 516 might be raised with 
respect to that contract. La ’ 

Mr. Harpy. As I read this cable, there isn’t anything said about the 
work progressing. ‘The question was the signing of the contract and 
incurring the obligation. 

Mr. Hurcuinson. It is correct that this says that the signing of 
the contract would raise serious legal questions. It is my understand- 
ing of the law now, however, that the less restrictive interpretation 
of the law is, as Mr. Brand indicated, that if the goods are not delivered, 
certainly there is no debt incurred, and it is also my understanding that 
there are interpretations that are much more liberal than that. 

Mr. Harpy. You must have submitted it to the Supreme Court. 

Mr. Hurcurnson. I do think, sir, that the legal situation ought to 
be clarified in a memorandum. But I think it is fair to say, as the 
cable does indicate, that we were questioning at that time what the 
effect of the signing of a contract and proceeding quickly would be 
upon the legal situation. This is all it says. 

Mr. Harpy. Did you get a decision ? 

Mr. Hurcuinson. We did. 

Mr. Harpy. From whom? 

Mr. Hurcuison. Did you say, did we get a decision ? 

Mr. Harpy. Decision as to legality ? 

Mr. Hurcuinson. We did not get a formal legal decision with 
respect to this particular case. We did go back and look at the legal 
decisions which exist on this particular item and decided that in fact 
we could go ahead, if the occasion required, in advance, even though a 
contract may have been signed. We have done this on a number of 
occasions. 

Mr. Meaper. Mr. Chairman, it strikes me that where questions of 
legality arise there should have been some written memorandum 
and this matter should have been settled prior to the negotiation of the 
loan. There should be something in the file. 

Mr. Hurcuinson. This question was settled, sir. 

Mr. Perry. I think there have been legal opinions on this. 

Mr. Meaper. Have we got copies of them 

Mr. Reppan. No, sir. 

Mr. Harpy. I think in that connection we ought to point this out: 
$100 million was earmarked for India on September 18, 1958: is that 
right? On October 27 of that same year, 1958, this question was raised 
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by Mr. Hutchinson in connection with a Uruguay loan. On Decem. 
ber 24, 1958, the loan agreement with India was signed. 

So far as we know, “there isn’t any indication “that a firm legal de. 
termination has been arrived at. So far as the record shows, it would 
seem to indicate that an agreement had been reached to make this 
loan for this purpose on September 2 5, I believe, which was approxi. 
mately 1 month before Mr. Hutchinson had the very ser LOUS Misgivings 
about it. 

Mr. Perry. Mr. C hairman, I think if we could let Mr. Golby pro- 
ceed, I think he would give us the dates of which previous legal opin. 
ions had been reached on this subject. I think it might clarify this 
situation. 

Mr. Harpy. Let us have it, Mr. Golby. 

Mr. Gotpy. As Mr. Perry stated, section 516 is a provision of gep. 
eral application to all mutual security funds—all funds whieh ar 

spent under the authority of the Mutual Security Act. C onsequently, 
there has been a great deal of interpretation of this prov ision by ICA, 
and I think there has been some thinking about this in the State De. 
partment, also. 

As you indicated, lawyers can come out with different opinions and 
there is a certain range of views as to the application of this provision, 
The most strict construction and the one which we have been follovw- 


ing is that the control point is when goods have been ordered and de. | 


_-_ ° . . . 
livered; in other words, the mere ordering of goods doesn’t con- 


stitute a debt. 

Mr. Reppan. Could they be sued for breach of contract, Mr. Golby! 

Mr. Gotpy. It is possible they could be sued for breach of contract, 
but you don’t have a liquidated claim until the delivery has actually 
been made. Consequently, we have in our interpretation generally fol 
lowed this ruling. 

Mr. Perry. When was this ruling made ? 

Mr. Gorsy. I would say it goes back at least to 1954 or 1955 in ICA 
and I think even before that. They have to some degree elaborated 
in various different types of fact situations the application of this 
general theory. 

Mr. Monaaan. Isn’t there a distinction between a case where you 
order goods and a case where you have an executed contract between 
two parties for the actual transfer? 

Mr. Gotsy. Where you have an actual contract there, what would 
happen if the contract is breached, is the question that we face. Ther 
isn't any real debt owing, we feel, until the delivery is actually made, 
and then the seller has a right to sue for the pure hase price under his 
contract. If there is a breach before that time, he may have legal 
remedy, but there isn’t a debt in the same conception. 


I would like to just, if I could, proceed to the other theory which’ | 
one that I myself think is more correct, and that is that this provision | 


really only applies to funded debt. We would be glad to provide you 
with a legal opinion to the effect that that is the case. This is based 
upon the legislative history-—— 

Mr. Harpy. Have you lawyers ever considered that maybe the 
Congress is your ¢ lient, as well as the agency ? 

Mr. Gotpy. We are very much aw: ire of that, sir. 
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Mr. Perry. I think that is the point he just made. He felt this was 
more consistent with the legislative history. F 

Mr. Gory. That is the reason we go to the legislative history. We 
think that what Congress was thinking of in section 516 was funded 
debt and that the idea of going back to pick up the purchase price of 

oods which have just been delivered is not the intention. 

Mr. Harpy. Mr. Golby, you have apparently been into this rather 
thoroughly. Do you have any knowledge as to whether State, or ICA, 
or DLF has ever suggested to Congress that this may be a point in the 
law which needs clarification ¢ 

Mr. Gotpy. I don’t think that any approach has been made. 

Mr. Perry. I don’t think we know. We are not responsible for the 
mutual security legislation. 

Mr. Harpy. I understand that, and I am glad to have the explana- 
tion Mr. Golby has given us, but it still leaves a good many questions 
inmy own mind. I am not a lawyer and I have to look at these things 
from a lay standpoint and try to understand them from a common- 
sense standpoint. Frankly, I sometimes have a hard time understand- 
ing these legalistic determinations, and I am particularly having 
trouble right now with Mr. Golby’s decision on the memorandum of 
September 25, 1958. ae ted 

[ call attention to the fact that this was 1 week after $100 million 
had been earmarked for this Indian loan. Now, Mr. Golby says in his 
memorandum : 

The wording in section 203b should be similar to the language used in the 
Iran loan agreement, that is, any goods paid for or delivered prior to Septem- 
ber 1, 1958, will not be eligible for reimbursement. 

Now you are talking about an agreement, or at least that is the way 
I read it—maybe I don’t read it right—but you are talking about ear- 
marking of funds which occurred on September 18. You are making 
this legalistic determination on September 25, and you are saying in 
this memorandum, if I read it correctly, if the merchandise was 
bought, delivered and paid for before September 1, it will not be eli- 
gible, but anything that is bought and paid for between September 1 
and September 18, or subsequent thereto, would not be covered by 
the language in this section. 

Now, if that is commonsense, I don’t know; maybe it is legal. It 
certainly doesn’t appeal to me. 

The second thing about it that rings a bell in my mind is that cer- 
tainly Mr. Hutchinson should have known about this finding in this 
memorandum which you prepared on September 25, but it was still 
fresh in his mind that there was a possible legal violation on October 
27, 1 month later, when he prepared this cable, or had the cable pre- 
pared, of the legality of a similar situation in Uruguay. 

Mr. Hurcutnson. Mr. Chairman—— 

Mr. Perry. I think you will have to agree that this is an in- 
ternal draft document and as nearly as I can tell, and I may be wrong 
on this, it was never officially dispatched. 

Mr. Reppan. Let’s ask Mr. Hutchinson. What was the basis for 
your decision in here, “placing in advance of DLF approval of loans 
orders involving firm obligations.” 

Mr, Harpy. [ don’t know why you want to ask Mr. Hutchinson; 
Mr. Perry approved it. What was your basis for approving it? 
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Mr. Perry. I don’t know that I ever approved it. 

Mr. Harpy. Your name is on it. 

Mr. Perry. Just because my name is on it doesn’t necessarily me 
I signed it. | ia 

Mr. Reppan. Let’s find out—— 

Mr. Harpy. The names were put on by typewriter and then the 
document is submitted for initial and unless it is initialed j 
approved. Let’s get the record clear. 

Mr. Reppan. Mr. Hutchinson, did you draft this document? 

Mr. Hurcuinson. I either drafted it or had it drafted and | 
recall raising this question. That is correct. 

Mr. Reppan. Had you talked with Mr. Golby or anybody in thy 
General Counsel’s office concerning this problem ¢ 

Mr. Hurcutnson. Whether I talked to him in advance I could not 
say. I don’t know. I had a question in my mind—— 

Mr. Harpy. Were you aware of the memorandum he had writtey 
on the Indian loan just a matter of a month before ? 

Mr. Hurcutnson. No, sir; I was not. I had been at the DLR 
about a month when this cable was drafted; I think this is correct. 

Mr. Reppan. Would you normally present questions of a legal 
nature to the General Counsel’s office for decision ? 

Mr. Hurcurnson. I certainly would have done so in a normal 
situation. 


do 


Mn | 


t isn’t | 


Mr. Reppan. Would it be your judgment today that you did pre- | 


sent this question to the legal office for a decision ? 


Mr. Hurcutnson. I see no clearance from the legal office on the | 


cable so I can’t testify that I did so. 

Mr. Reppan. I am just asking you what your recollection is at the 
present time. 

Mr. Hurcutnson. I do not recollect the clearances given on this 
memorandum. 

Mr. Perry. Mr. Chairman, this matter had come up with the Israel 


loan and it came up with the Indian loan. This was something that | 


had been discussed internally time and time again within the DLF, 
Mr. Harpy. I think what we ought to do, Mr. Perry- 

Mr. Perry. It is always possible to have an error made in a tele. 
‘am. 

Mr. Harpy. It is possible to have an error made in almost any kind 
of situation. 


— 


or 
— 


Mr. Perry. Yes, sir; but this was a subject with which we were all | 


conversant within DLF and we knew the legal determination whieh 
had been made by ICA as far back as 1953. 

Mr. Harpy. I think we are doing too much speculating at the mo 
ment. I would prefer that you review the history of this whole 
matter to see just what opinions have been reduced to writing and used 
to support this kind of an action, and submit it to the committee. 

It might have been a very desirable thing to do, but there is a sharp 
question in my mind about the intent of Congress with respect to it, 
and, where there is such a question, it ought to be cleared up. : 

Mr. Meaper. Mr. Chairman; Mr. Golby, from your study of this 


question and its legislative history, I wonder if you can tell us now | 


when this provision first became law?. Was it in ECA days? 


Mr. Gorzy. Yes, and, sir, I would have to go back and refresh my | 


recollection. It did not originate in section 516. 
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Mr. Meaver. It had a history before that. 

Mr. Goupy. Its history goes way back. 

Mr. Meaver. Marshall plan. ; 

Mr. Bray. Mr. Meader, originally it was in the annual Appropria- 
tions Act and about 1958 it was made part of the permanent legisla- 
tion. ala ; i 

Mr. Bran. Mr. Chairman, I might point out that the loans that 
committee counsel has specifically been referring to have been reviewed 
by the General Accounting Office. 

Mr. Harpy. Well, even they make mistakes sometimes. 

Mr. Branv. I expect the chairman points out everyone can make 
mistakes, but I think there have been a lot of competent people acting 
upon it. i ; * 

Mr. Harpy. No question about it. But there is another considera- 
tion involved here, and I don’t know the extent to which it has been 
taken into account. If the interpretation of section 516, which now is 
apparently being applied is permitted to stand, you may have an 
adverse effect on other provisions in the Mutual Security Act. 

If DLF permits the use of funds for the liquidation of cont acts 
previously entered into by the borrower, then you have a possible 
violation of the 50-50 shipping provision and the small business provi- 
sion of theact. ‘There are several other sections of the Mutual Security 
Act that could be very seriously and adversely affected by a ruling such 
as this one that has just been discussed. 

Mr. Gorsy. Mr. Chairman, on that point, the provisions of the Mer- 
chant Marine Act to which you refer and also the small business provi- 
sions do apply in these loans. This much we have been quite firm on. 

Mr. Harpy. If you are going to permit using this loan to pay for 
a contract that was previously entered into, how are you going to 
apply the small business bidding requirements? How are you going 
to apply the 50-50 American bottoms provision? How are you even 
going to apply this present Buy American policy which Mr. Brand 
has recently put into effect ? 

Mr. Gotsy. Those are three separate quest ions, sir. 

On the shipping- 

Mr. Reppan. Excuse me, Mr. Golby, I don’t want to interrupt you 
and I would like you to continue with your thought, but since you 
said you were very firm on these provisions, would you also insert in 
the record at this point all of the waivers which you have built into 
these loan agreements with India permitting waiver of these pro- 
visions. 

Mr. Bray. Fifty-fifty and small business. 

Mr. Harpy. We have already indicated the point in the record at 
which the DLF memorandum on the applicability of section 516 of 
the Mutual Security Act to DLF financing will be inspected. With- 
out objection, we will insert at this point the information just re- 
quested in the 50-50 and small business waivers. 

(The information follows :) 


PRovISIONS IN DLF' Loan AGREEMENTS WITH THE GOVERNMENT OF INDIA WITH 
Respect To 50-50 SHirPInG AND THE SMALL Business Norice REQUIREMENTS 


All DLF loans with the Government of India contain the standard DLF pro- 
vision enforcing the requirements of Public Law 664 (50-50 shipping). It should 
be noted that this law by its own terms requires 50-50 shipping on U.S. vessels 
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“to the extent such vessels are available at fair and reasonable rates for U8 
commercial vessels.” 

All DLF loans with the Government of India also contain provision for NOticg 
to small business of procurement financed under the loans. In the case of two ¢ 
these loans (loans Nos. 12 and 21, India: second railway, India: power deye| 
ment) a waiver of the small business notice requirement was built into the logy 
agreements with respect to goods ordered prior to September 1, 1958 (see, 5.08 
DLF loan No. 12; sec. 5.08, DLF loan No. 21). 

Mr. Gotsy. On the 50-50 provision, this applies by the loan, g 
that 50 percent of the gross tonnage being shipped, that is being 
financed by DLF loan, must go on U.S. bottoms. Now as you know 
there is a waiver provision in the 50-50 legislation which applies 
only to those cases where U.S. liners are not running between the port 
of embarkation and where the aid is being received. 

But in these loans where we have gone back to the time of the first 
approach to DLF in picking up orders placed, 50 percent of the ship. 
ments must go on U.S. shipping and so there can be no question ther 
that we have complied completely with the—— 

Mr. Bray. Mr. Golby, what action will be taken when the loang 
have all been drawn down if 50 percent has not gone on U.S. bottoms! 


flag 


renter emma 


Mr. Gotpy. There you run into the same situation that you would | 


have with any breach of provision in our loan agreement, and we 


have a number of safeguards there. We can demand a refund under | 





a provision which we put into the loan agreement 

Mr. Harpy. Did you ever do it? 

Mr. Gorsy. Thus far I don’t know, sir, that any have been 
breached. 

Mr. Perry. We have had a few refunds. 

Mr. Harpy. | don’t want to spend any more time on this. Wear 
running around Robin Hood’s barn. We have a legal problem that 
is going to have to be resolved but I prefer we do it in a different 
fashion and have a little study made so we can come up with a proper 
understanding of just where we are. 

Frankly, there are so many angles to this thing, and I am not at 
all sure that your lawyers, who in their desire to please the folks that 
are making the loan, haven’t overlooked some facets of this problem. 

Mr. Branp. Well, I am very happy that the chairman has made this 
observation because it, of course, was the observation I made when 
you first started talking about it that it is a matter that should k 
reserved for consideration in later discussions with the committee, 

I do want to make one observation, with your permission, M. 
Chairman, and again I give emphasis that I took issue with your 


general counsel’s statement that most of the Indian loans were made | 


on this basis. 

That is not the case and we are talking about a rather exceptional 
matter related to a specific instance rather than the general policy 
of the DLF. I just want to make that clear for the record. 

Mr. Harpy. Are you referring now to 

Mr. Branp. Financing preexisting orders is not a usual policy of 
the DLF. It is an unusual procedure and it is not involved in mos 
of the Indian loans. 

Mr. Harpy. Well, of course, that is a statistical matter, too, sol 
don’t know whether the degree makes too much difference. I would 
like to get to the bottom of the question of legality and I prefer to 
do this through a submission by your general counsel. 
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U.S flag Mr. Branv. We will be glad to cooperate with you in order to reach 
that point. 


ate Mr. Perry. I will point out this has a long history which pre- 
WO of os 

- develop. eedes DLF. : ; 

the loay Mr. Mraper. I propose in their memorandum you would call at- 
sec. 58, | ¢ention to any instances where the executive agencies have suggested 


that the legislative policy be clarified by amendment to the law, if 
that has been done. If it hasn’t, I think there should be a notation 


mmenaenaren n= 


loan, 99 


is being | ¢hat there never has been any case where the agencies have called to 

u know, the attention of the appropriate committees this ambiguity. 

applies Mr. Harpy. Thank you. 

the port | Mr. Reppan. There is just one point I wanted to clear up, Mr. 
| Perry, in connection with your testimony yesterday. The record is 

the first not clear, or perhaps my reading of it is not clear, whether DLF 

he ship- considers projects under a general program such as you have in India 

on there | ¢here an allocation of funds, and then projects coming in under to 


fill that up—whether there is any difference between that type of 
project and just a single project which DLF would finance in some 


he loans 


ottoms? | country. : ae : 
yu would | Are they considered in any different category or are the same cri- 
and we} teria applied or different criteria applied 4 





1d under | Mr. Perry. I think there are- 


| Mr. Reppan. If Mr. Brand wants to address himself to that ques- 

tion it all right, but it was your testimony I was trying to clear up. 
ive been Mr. Perry. If there are a series of projects, I would say we would 

normally apply the same criteria. 
Mr. Reppan. Do you apply your criteria to the general program 
Weare before earmarking funds, or setting up a line of credit ? 

lem that | Mr. Perry. A program has to meet the same criteria as a project 
different | request, whatever the legal criteria are, all of our loans have to fit 


a proper} thosecriteria. It is another way of saying it. 


Mr. Reppan. Mr. Brand, could you tell the committee to what 


m notat | extent convertible debentures may enter into DLF’s loan agreements ? 
‘olks that Mr. Branp. There have been some involved in the loan agreements. 


problem. | None since I have been managing director, so the matter has not come 
made this | tome for any detailed consideration. 

ude when Mr. Reppan. Is that due to any change in policy, or what is it 
should be | due to? 

ymimittee, Mr. Branp. I don’t think we have had an instance where convertible 
sion, Mr. | debenture technique has been followed. 

vith yout Mr. Reppan. Is it explored in each case ? 

ere made Mr. Brann. No. 

Mr. Monacan. Does this involve loans with a private corporation 
ceptional | giving you debentures, convertible into capital stock 
ral policy | | Mr. Branp. The whole purpose was to engage more private cap- 

ital. We sell part of the loan to be converted, that is, we sell it as a 
convertible debenture to private sources and revolve our money so we 
policy of | have more dollars to loan. 
din mot | Mr.Monacan. You sell the loan itself? 

Mr. Brann. That is the technique—we sell the convertible debenture, 

too, so1 | thatis the theory. 
I would _Mr. Reppan. Mr. Brand, could you tell the committee what part the 
prefer to | USOM’s play in the DLF overall picture and whether or not you 


ee 
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anticipate any change in the position of the USOM’s in the future! 

Mr. Branp. Yes, I will be happy to explain the present position o 
DLF and its relationship to the U.S. Operations Missions. I hay 
just come back, as I have explained to the committee, from a yj 
around the world. The first thing I did when I arrived in a country 
was to attend a briefing session in which officials of the USOM 9. 
tended, and also officials of the Embassy, and in each case th 
Ambassador. 

For the most part, the American Ambassador took part in the early 
part of the briefing and then the technical people in the Embassy anq 
the USOM briefed us on the general economic conditions in the coup. 
try. In each of these countries, a member of the USOM had been de. 
signated as a liaison oflicer for DLF between the government or ep. 


terprise and the DLF to act in a factfinding or a factfinding basis to | 


supply information on request. 

Generally it is my understanding that once the loan has been cop. 
sidered by our Board and has been approved and a loan agreement 
has been entered into that the USOM will then have no further re. 


sponsibility unless the DLF asks that the U SOM exercise some act in | 


behalf of DLF and they agree to it in writing. 

That generally, Mr. Reddan, is the present operation between the 
DL F and the USOM’ s and I might also point out that we are operat- 
ing on a country-to-country basis and not on an effort to have the same 
mechanic s apply to each country. 

Mr. Harpy. Well aside from: mechanics, you have no uniform policy 
as to the service which a mission in a particular country will perform 
for you? 

Mr. Branp. No, sir. 


Mr. Harpy. Then the missions generally do not have responsibility | 
for doing any preparatory work as to the desirability or feasibility of | 


a loan ? 

Mr. Branp. The word “responsibility” is an important word there. 
You know I have explained to you before, Mr. Chairman, that my feel- 
ing as Managing Director is that we should not seek to ‘place ‘Tespon- 
sibility on pe eople who have no authority, and since the DLF is ani- 
dependent, autonomous agency of the U.S. Government, we should ae 
cept that responsibility. 

Now, tl that does not mean, however, that we do not engage their 
technical people in making investigations and giving us reports and 
even in recommendations of different situations abroad and they are 
doing that before the loans are considered. 

Mr. Harpy. Well, recognizing that the agencies are independent of 
each other and that, insofar as statutory responsibility is concerned, 
the missions have no responsibility to the DLF, nevertheless, they do 
have personnel who have knowledge of local conditions, and I presume 
that they would be available for assignment of specific performance 
by DLF on a contractual or other basis if DLF saw fit to do so. 

Mr. Brann. That is right, Mr. Chairman. 

Mr. Harpy. Then that is done, do I understand, sometimes on 4 
country-by-country basis, ace ‘ording to DLF needs and requirements! 

Mr. Branp. That is right. 

Mr. Reppan. You have no field staff at the present time? 

Mr. Branp. We have none. 
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Mr. Reppan. Do you anticipate setting up a field staff ? 

Mr. Branp. We have no anticipation of setting up a field staff with 
the exception of a possibility of assignment of an officer in south Asia 
where such a large proportion of our loans are in being and it looks 
like our activity would continue. We have not made a decision but 
that is under consideration. ' 

Mr. Reppan. Have you established any lines for systematic end-use 
checking or observation of performance under the loans by USOM 
officials ¢ " 

Mr. Brann. No. 

Mr. Reppan. Do you feel that would be desirable ? 

Mr. Branv. We are having now, as I said a moment ago, a review 

of the responsibility, as the chairman has mentioned, of the USOM 
after a loan has been made and checks and counterchecks as you sug- 
oest. That decision has not been reached. 
* As you know, Mr. Chairman, DLF representatives have been travel- 
ing abroad much more than has been the custom before I took over 
the Office of Managing Director. There are many instances of end- 
use checks made not only by staff people but by the Managing Direc- 
tor. I am just not able to predict just what this decision may be. 
Itis an important matter. I am glad you mentioned it, Mr. Reddan, 
and itis receiving very important consideration. 

Mr. Harpy. On this question of end-use checks, although the Di- 
rector could undoubtedly satisfy himself with respect to certain 
aspects of end use, from the experience that this committee has had 
inexamining end use of ICA funds, it can become a rather complicated 
procedure. Perhaps it may not be necessary to make the type of end- 
use check ICA activities seem to require, but if a meaningful end-use 
determination is going to be made it is likely to require more effort 
than it seems to me the DLF now has in mind. 

Mr. Branp. Well we have, at times, Mr. Chairman, requested and 
received an end-use check by the ICA and undoubtedly will do it 
again, but I do want to point out that there is a very distinctive dif- 
ference between the operation of ICA and giving money away and 
Development Loan Fund and borrowing. 

We establish a borrower relationship which has the element of a 
banker-client relationship in that we require the essentials, that they 
have good engineering, that they have good construction people, that 
they do an efficient job and have efficient management, and we receive 
fmancial statements periodically and we feel that visitation by our 
professional members of our staff and by our officials is the desirable 
way of handling it. 

Now, to the extent that we feel that from time to time more effective 
means may be necessary, we certainly will not only resort to asking 
ICA perhaps, but also Embassy officials to make checks as well as 
using the facilities of foreign banks. 

Mr. Harpy. Don’t misunderstand me. I am not trying to carry a 
torch for the assignment of these ICA people, but I am wondering 
about some sort of procedure if it should become necessary, and from 
the experience we have had, I would be very surprised if it isn’t 
necessary. 

Mr. Brann. As I said to the committee yesterday, that we had re- 
ceived the report on the study of the auditing, accounting, and related 
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financial functions of the Development Loan Fund and this hag by 
done by the firm of Touche, Niven, Bailey & Smart. 

In connection with the question that we are pursuing now, this 
observation is made: 


With respect to present audit requirements of DLF, it is not feasible to attem 
to delineate a detailed program without considerable study of all the loan file 
and extensive discussions with loan operation personnel. Generally Speaking 
however, the present indications are that the fieldwork should consist prim 
of end-use examinations including appraisal of borrowers procurement Practions 
and policy and field audits of local disbursements. We believe a continua 
utilization of the services of ICA for such work under the arrangements reaghy | 
by the controller and director of auditors is a realistic subject of course fy 
further experience. We have estimated 3 or 4 man-years of the Washingtin 
audit staff and a comparable amount of time of foreign locals would be repre 
sentative of present needs. 


arily 


I merely point out that this, as I have said, is under considep. 
tion. We haven’t made the determination yet of just what changy 
we are going to make, but we are going to make some substantiy) 
changes and when you hire an auditor, you generally follow his adyig 

Mr. Reppan. Mr. Brand, the committee would now like to take w 
the fiscal year 1959 commitment to India, the $100 million loan, and] 
would like to ask you to give the committee the benefit of your vies 
with respect to the conditions leading up to this commitment of 195, 
What factors were considered and what was the justification for th 
$100 million loan ? 

Mr. Branp. I was not present at these discussions, Mr. Redday 
That happened before I came aboard. 

Mr. Reppan. Mr. Perry? 

Mr. Harpy. Maybe Mr. Perry can sketch the background of it 
I think that is what we have in mind. 

Mr. Perry. In the summer of 1958, it became apparent that th 
Indian balance of payments situation was worsening rather rapidly, 
There was a drawdown of their reserves and many of the countrig 
and international agencies that had a friendly interest in the success | 
of the India second 5-year development plan and generally in the eco: | 
nomic development in India felt that they should consult together 
on the future course of action that the various countries and inter: | 
national agencies might take to assist in this crisis. | 

A meeting was called in August of 1958. The meeting was held | 
here in Washington under the auspices of the International Bank | 
Those attending the meeting were the IBRD, Canada, West Germany, 
Japan, and England, as well as the Government of India. The US 
representative in those discussions was Mr. Coughran, who was the 
U.S. Executive Director at the International Bank. Assisting him 
in the discussions were Mr. Menapace from the Development Low 
Fund, who at that time was the Acting Managing Director, plus other 
representatives from the various agencies within the U.S. Government 
The meetings were held, as I say, in August and as a result of the 
meeting, it was agreed that the various countries would, subject to con 
firmation of their respective governments, recommend that funds k 
made available to the Indian Government for disbursement prior t0 
March 31, 1959. They were taking a period of August of 1958 up 
March 1959, which was the beginning of their next fiscal year. 

Under that agreement, reached under the umbrella of the IBRD, 
Canada, was to grant $17 million; West Germany a loan of $40 mil 
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jon; Japan a credit of $10 million ; England a total of $108 million ; 
om ding loan and repayment of excess pensions by the United King- 
as : and the IBRD was prepared to make loans of up to $100 mil- 
rn The DLF portion was $100 million, 75 of which was hopefully 
to take the form of disbursements prior to March 31, 1959. 

The Government of India agreed to draw down its reserves by a 
total of $270 million, which would have made available roughly $620 
million for the ea by March 1959. : 

Subsequent to this discussion, this was presented to our Board of 
Directors. They ratified the decision taken and we were instructed 
to work out projects within the $100 million. 

In view of the fact that the whole thrust of the IBRD discussions 
were to have disbursements prior to March 31, 1959, this therefore 
meant that we had to, in order to help achieve this, have our loans cover 
commodities on which orders had been placed but on which deliveries 
had not been received. We picked the date of September 1, in view 
of the fact that the discussions were in late August, and September 1 
seemed to be a convenient date. , 

Following the meetings then we had discussions with the Indians 
and with the IBRD staff and, as a result of those discussions, the four 
loans were agreed upon and subsequently submitted to our Board of 
Directors which approved them. 

Mr. Reppan, Could you give the names of those projects and the 
amounts involved in each ? 

Mr; Perry. Yes, sir. 

Loan No. 12, which is described as the second railway loan—this 
is $35 million. 

Initially there was one loan of $40 million for imports of steel, 
which was subsequently split into two loans, 13a, which is steel im- 
ports for public utility projects, $18 million is the amount of that; 
13b, steel imports for private sector projects, was $22 million. 

Loan No. 21, which was for power development, $10 million. 

Loan No. 40, was the development of privately owned industry 
projects and the amount of that was $15 million. 

Mr. Harpy. I think this is a good time to adjourn. 

Before we do adjourn, I want to acknowledge the presence in our 
group of our distinguished former colleague, Mr. Voorhees, who has 
been so active in the field of foreign activities. 

John, we are delighted to see you. We are honored to have you 
attend our meeting this morning. 

Mr. Voorners. [ am delighted to be here. I am kind of checking 
up on my neighbor from 40 miles away in Ohio, Vance Brand. I 
came down here to spy on him and I found you fellows were doing it, 
s0 T have been sitting here delighted at having you haul him over the 
coals, [Laughter.] 

Mr. Harpy. We are delighted to have you with us. I wonder if I 
shouldn’t assign somebody to check on you when you get out with him. 
(Laughter. ] 


Mr. Harpy. Let the subcommittee stand adjourned, to reconvene 
here at 2 o’clock. 


(Whereupon, at 12 noon, the subcommittee recessed, to reconvene 
at2 p.m., this day.) 
484376029 
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AFTERNOON SESSION 


Mr. Harpy. Let the subcommittee come to order. 

Mr. Reddan, when we adjourned earlier today we were Ciscussing 
the $100 million loan to India, I believe. If we didn’t finish With th 
questioning on that, let’s dispose of that before we move to gop, 
thing else. 

Mr. Reppan. I believe when we stopped at noontime, Mr, Pep 
had just identified the components of the fiscal year 1959 commitme, 
of $100 million. . 

I would like to direct your attention now to the part of that whi! 
subsequently became known as loans 18a and 13b. Those two Jog, 
together totaled $40 million ? ; 

Mr. Perry. Right. 

Mr. Reppan. The 13a—perhaps it would be better if you explaing 
to the committee what the 13a and 13b were for. , 

Mr. Harpy. He made a differential on them this morning, 

Mr. Perry. The 13a is for steel imports for the private secty| 
projects; the amount is $22 million, repayable in 15 years at 51% py.! 
cent ; 13b is steel imports for the public sector, $18 million, 31% pe} 
cent in 15 years. aes 

The steel includes structural steels, light rails, rounds, plates ani 
sections, wires, tinplate, black sheet strips, tools, alloys and specis 
steels. 

Mr. Reppan. Was there any consideration given at the time of th 
loan approval as to what part of this steel would be for structun 
steel and what part for fabricated steel ? 

Mr. Perry. The note I have here says that approximately half ¢ 
the two loans combined, $40 million, was intended to be for prim 
steel, structural steel rails, rounds, plates and sections. 

Mr. Reppan. Do you know from the orders placed against that 
loan how near that percentage was reached ? 

Mr. Perry. It is running approximately 50 percent. 

Mr. Reppan. 50 percent structural ? 

Mr. Perry. The quote I gave you was prime steel, including stre 
tural steel, rails, rounds, plates and sections. 


Mr. Reppan. What distinction do you make between prime ste) 


and structural steel, if any ? 

Mr. Harpy. Let’s get whoever participated in this determinatin 
so we will know what we are talking about. 

Mr. Reppan. Can Mr. Chutter answer these questions? 

Mr. Harpy. Of course. 

Mr. Reppan. Mr. Chutter, will you please identify yourself for te 
record ¢ 

Mr. Cuutrer. R. F. Chutter, Deputy Chief for Loan Operation, 
DLF. 

Mr. Reppan. For how long! 

Mr. Cuutrer. About 18 months. 

Mr. Harpy. I believe, Mr. Chutter, you are not going to be wil 
DLF very long? 

Mr. Cuutrer. That is right. , 

Mr. Reppan. You prepared the loan papers on 13a and 13b, si! 

Mr. Cuvurrer. That is correct. 
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Mr. Reppan. I was inquiring of Mr. Perry as to the percentage of 
structural parts which had been included in the drawdowns against 
Sy Maser. Before we do that, let’s see if we understand these terms 
that we are talking about. i a 

Mr. Perry made reference to prime steel. Will you differentiate 
between the different kinds of steel that were anticipated would be 
covered under these agreements so that we are more familiar with 
what we are talking about dies : 

Mr. Cuutrer. As we understand it, it wasn’t SO much prime steel, 
put as we called it structurals, light and heavy. Then there is skelp, 
strips, tinplate, sheets, and wire. 

Mr. Harpy. Do we have the percentages, since we are talking in 
those terms? What was the amount of structural steel as distinguished 
from the other varieties? ; ) 

Mr. Perry. Percentagewise, we don’t have it. But approximately 
one-half of the amount, that is, $20 million is expected to be utilized 
as structural steel, rails, rounds, plates, and sections. 

Mr. Harpy. You were talking about prime steel, and I wanted to be 
sure we were talking about the same thing. 

Mr. Perry. Prime steel parenthesis, and then I said structural steel 
and so on. 

Mr. Harpy. Well, I couldn’t read the parenthesis. 

You were talking about the percentage of drawdown as against 
the amount contemplated in the agreement; is that right ? 

Mr. Reppan. That is right. 

As I understand your testimony, the drawdown has been substan- 
tially in accordance with the original understanding that approxi- 
mately 50 percent of this loan was to be used for structural steel; is 
that right, sir? 

Mr. Cuvrrer. Mr. Mirski, who has checked those, has advised me 
that that is so. 

Mr. Reppan. Would you state your name and position for the 
record ? 

Mr. Mirsxi. J. Z. Mirski; I am assistant to Mr. Chutter. 

Mr. Harpy. At some time, I don’t want to interrupt now, but before 
too long we will want to get a little biographical background on Mr. 
Mirski, and insert it at this point in the record. 

(The biographic data on Mr. Mirski follows:) 


BIOGRAPHY OF JERZY ZAPADKO MIRSKI 


Born March 18, 1924, Warsaw, Poland (naturalized December 1956, USDC. 
Alexandria, Va.). Universita Royale di Roma (1 year), 1946. University of 
London, B. Sc. (Economics), 1947-51. Georgetown University, Ph. D., 1952-58 
(part time). Securities analyst, senior investment clerk, assistant trust invest- 
ment officer, Riggs National Bank, Washington, D.C., 1951-59. Assistant loan 
officer GS-9, Development Loan Fund, July 1959; voting residence, Virginia. 


Mr. Reppan. My question to Mr. Chutter was, Are the drawdowns 


point this loan substantially in conformity with the purpose of the 
oan ! 


Mr. Mirsxi. Substantially ; yes. 


Mr. Reppan. The structural steel orders under this loan are approxi- 
mately 50 percent, is that right ? 
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Mr. Mirsxr. Yes, because the way I computed it, I took the 


ee ened eg 
from the India Supply Mission for the commitment, at which tim 


they had to identify by the actual code number the kind of steg] I 

checked these coded numbers and the amounts, and I arrived at 4 

proximately 50 percent. It could be 45 percent. P 
Mr. Reppan. Now, by structural steel, do you mean that which 2083 


“ 


into the building of capital improvements ? 

Mr. Mirsxi. Prime steel is the definition given in the loan paper 

Mr. Reppan. Would you please give it here? We don’t have a def, 
nition on the record yet. 

Mr. Cuurrer. That is structural steel, rails, rounds, plates, and 
sections. 

Mr. Reppan. That is what is known as prime steel. You said 5 
percent is for prime steel ? 

Mr. Cuuttrer. Approximately, yes. 

Mr. Reppay. Is all that steel used for the building of capital jp. 
provements or structures, or is it used in fabricating. 

Mr. Mirsxt. I couldn’t answer the question. 

Mr. Bray. If prime steel is a term that includes the term “structuryl 
steel,” presumably it means something different. 

Mr. Perry. It issomewhat broader. 

Mr. Reppan. Prime steel can be sheets, can it not? You can have 
prime steel sheets which can be used in the fabricating of oil drums 
or tin cans? 

Mr. Harpy. There is a reason for trying to understand this, and] 
think it would be interesting if we can find out what the objective of 
this loan was. 

Was the purpose of the steel to be purchased with this loan to pro- 
vide steel which would be used for the building of capital structures in 
order to build the economic base, the industrial base of India, or was 
it for purposes of providing material for fabrication and processing! 

Mr. Cuurrer. I think I can answer that, Mr. Chairman. 


| 
i 


In 183A, the steel is to be used for assistance in 24 powerplants, | 


for water supply and irrigation projects. That is 13A. 

Mr. Perry. I wonder if I can read from the loan paper which was 
presented to the Board of Directors on which the action is based! 

Mr. Harpy. What was the intent of the loan? What was it to serve! 

Mr. Perry. I think if I read this, it will explain it (reading): 

Structural steel, rails, rounds, plates, and sections are required in construction 
work associated with projects in the public and private sectors. The require 
ments of special types of wire are needed for concrete construction—— 

Mr. Harpy. You are going too fast. As I understood the first part 
that you read, it says structural steel was for construction. 

Mr. Perry (continuing) : 

Structural steel, rails, rounds, plates, and sections are required for construc 
tion work associated with projects in the public and private sectors. 

Mr. Harpy. That is for construction work. 

Does that include all the structural steel or all the prime steel that 
is included in this loan; is that what it means ? 

Mr. Perry. That.is what it says. The requirements of special type 
of wire are mainly for concrete construction, wire rods for the bolts 
and nuts industry, bead wire for the tire industry, et cetera. 
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Mr. Harpy. Let us get back to the first vategory. | 
The question that 1s involved here is this. If that was supposed 
to represent half of the loan, and it was designed for construction 
work in connection with these specific industries, is that what it was 
Q 
eran. I think at this stage in the execution of the loan all we 
can tell is that the orders have been placed roughly in this amount. 

Mr. Harpy. Is it or is it not true that a considerable portion of this 
steel, which was alleged to be for construction purposes, was actually 
ysed for working capital funds to provide stock for processing? 

Mr. Perry. As I said to you earlier, sir, we do know from Mr. 
Mirski’s — examination of the reports under the loan that the 
orders are being placed in this category. We have ordered an end-use 
check. As I understand it, the end-use check has not been instituted. 

Now, you will notice of the $40 million, less than $10 million has 
been disbursed on the loan. 

Mr. Harpy. I call your attention to a memorandum of a conversa- 
tion between Mr. Nair, Mr. Liebowitz, and Mr. Chutter, dated June 
18,1959. It was cleared by Mr. Liebowitz, who attended the meeting. 
[ will read just the one paragraph: 

Mr. Nair advised DLF that when the request was made for the steel loan 
No, 138A and B, it was filed as one application and taken as such. The large 
portion of the steel which would be purchased with the combined proceeds was 
to be for structural steel. The structural steel was particularly the requirement 
in the public sector and the major portion of other types of steel were to be 
used in the private sector. Combining the two together the proportion of struc- 
tural steel to all other types of steel to be purchased appeared to be reasonably 
satisfactory. 

This would indicate then that the bulk of the public sector's re- 
quirement would be in the structural end, and the bulk of the non- 
structural, or whatever it is, the special stauff, was going to the pri- 
vate sector ¢ 

Mr. Perry. We split the $40 million loan that was presented to the 
Board as a single loan. Actually two agreements were signed. The 
two seperate ones carry separate rates of interest. That is the reason 
for splitting the two. 

Mr. Harpy. What do we have asto the actual use ? 

Mr. Reppan. Mr. Chairman, we have here a summary of the let- 
ters of commitment that. were supplied to the committee by DLF, 
and under loan 22, for instance 

Mr. Harpy. We are talking about 13A and B now. 

Mr. Reppan. Excuse me. Under loan 13B it shows the use of $2 
million for structural steel out of $22 million. 

Mr. Harpy. How much was the drawdown in total as of that time? 

Mr. Reppan. About $18 million. No, $20,500,000. It is an over- 
commitment on the loan. 

Mr. Harpy. Let’s see what we are talking about. 

Mr. Perry. That is the total on the structural between the two, 
because the 50 percent applied to the $40 million. 

Mr. Harpy. The plates, sheets, skelps, and strips, do they come 
under structural ; is that under your prime 
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Mr. Perry. The 50 percent we referred to. 

Mr. Harpy. Rails, rounds, plates, and sections. 

I can’t figure this out. Apparently the breakdown here does ng 
conform to the breakdown in your loan figures. In this breakdoy, 
are lumped together, plates, sheets, skelps, and strips. In anothe 
heading are structural shapes. And you have a separate one fy 
wire tinplate, and wire products, and so forth. I can’t understand 
what belongs in which category. 

Mr. Moorman. Skelps is a flat product used in making pipe. It ig 
an intermediate product. It is not a product which is used direg 
in construction or incorporated as a part of any structure. 

Mr. Perry. You see the strips were separate, too, Mr. Chairmap, 
You notice, I can show you in this last paragraph, which type 
for the various categories; the strips are used for automobile ang 
tooling industries. 

Mr. Harpy. So that would not fall under your structural cate. 
gory by any manner of means. Now, on the basis of the figures which 
were given us and were taken off these procurement sheets, you ge 
one total number here of plates, sheets, skelps, strips, and so forth, 
Is that structural or is it both, or what is it? 

Mr. Moorman. Part of it is structural and part of it is not. Noy 
plates would be classed as structural steel. Sheets are not stru. 
tural steel. Skelp is used in making pipe. 

Mr. Harpy. Let me ask Mr. Mirski, as he is the gentleman wh 
took this stuff off. Under this code, No. 16615, is that structunl 
prime steel or otherwise? Let me show it to you, we are not getting 
anywhere like this. 

You made the tabulation. Now what is that category there? | 
that structural or is that fabricating type of steel ? 

Mr. Perry. What happened here is we have- 

Mr. Harpy. Mr. Mirski said he took the code number and he tab. 


I 





ulated. The biggest percentage under your 13B loan falls under | 


this category. Out of the total of $22 million you have almost § 


million in this one category alone. Now if it is mixed up, howd 


we know what it is? 

From a look at it, it looks like it is mostly nonstructural. And Mr, 
Mirski comes in here and says he has taken these code numbers and 
arrived at this percentage, which is about right. I don’t know hor 
you can do it when you have such a category as this. 

Mr. Mirsxt. Tothe best of my ability. 

Mr. Harpy. I think you ought to have been a little more careful in 
your testimony, because you have certainly misled the committee. 

Mr. Perry. I think the heaviest part of the structural would fal 
within the 13A and not the 13B. 

Mr. Harpy. I am not too concerned with that. What I am co 
cerned with—you said 13A is the heaviest part of the structural! 
Mr. Perry. The public side is where you have the heaviest. 

Mr. Harpy. Do you have a breakdown on those two as to what the 
percentage would be? 

What I am concerned about here is that I think, based on ow 
analysis of the documents we have secured, it looks as though tle 
funds intended for capital investments have been used for fabrication 
purposes, 
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And you may be in a position of having funds that were intended 
for capital use to be going into the actual provision of working capital. 
Mr. Perry. Sir, if you will iit 
Mr. Harpy. I don’t know whether it is so, but I want to find out. 

Mr. Branp. We touched on it yesterday. 

Mr. Harpy. But I am trying to touch on it now. 

Mr. Branp. We don’t mean to indicate to the committee that some 
fnished products weren t financed. You don’t put steel in a locomo- 
tive, a structural piece of steel. ae aad 

Mr. Perry. This paragraph clearly indicates that not all of this is 
structural. ae on 

Mr. Branp, It clearly indicates; we are not changing our position 
whatever. ; Zi, 

Mr. Harpy. I am not suggesting you changed your position, but I 
am trying to find out what happened. ren 

Mr. Branp. Looking backward, I was not there, the distinction be- 
tween the two from the record standpoint doesn’t seem to be of such 
major importance, that they should have kept track, percentagewise, 
ofeach one. But if you want this information, I think the commit- 
tee should instruct us to dig it up for you to the best of our ability 
and submit it to you. 

Mr. Cuutrer. And we can get it for you. 

Mr. Harpy. It may not turn out to be significant, but the question 
that is involved is whether the purposes for which the loans were 
granted are actually being carried out under the procurements that 
are being made. If you take into account this category of strips, 
which includes strips and skelps, it looks very much as though a lot 
more of it was used for fabrication purposes than for construction. 
I'd like to know exactly what the situation is. 

Mr. Perry. I checked with Mr. Mirski and he reports that when he 
had a letter of commitment, which included several different items, 
he actually got out the ICA codebook. This was done some time ago, 
and thus 3 is a little reluctant to say precisely how he did it. 

Mr. Harpy. In the breakdown in the loan agreement, there was a 
distinction between structural and nonstructural; prime on the one 
hand and whatever the other category was. But in this tabulation, 
it looks like the two are combined under one code number. 

Mr. Perry. I think what happened, is that the loan paper was not 





| written in terms of the ICA codebook. The problem is trying to 


take the ICA commodity code and to translate it into these items here. 

Mr. Minsk. To the extent possible. There was one amount for 
several items, and I couldn’t divide the items exactly. 

Mr. Perry. I suggest that the best way to get this is to get one 
of your staff men to come down and sit down with us and we can go 
through the way he compiled the statistics. But we don’t have the 
records here today. 

Mr. Harpy. Let’s go on with something else. Obviously the fig- 
ures we would arrive at would be guesses in this particular area. We 
er the figures at this point in the record when it is submitted 
y ; 


(The information referred to follows “) 
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PROCUREMENT UNDER DLF Loans Nos. 13A AND 13B (INDIA: Sregy, Loans) 


The Government of India has informed the DLF that it is using the fun 
available under DLF loans Nos. 13A and 13B for the following pr 


Ocurement: 

Hillin 

Structural shapes_---~----------------------------------+~----- 222, $10, 1; 
Bars and rods_._...-. 2220.52 9% 
Plates (all types except tinplates) -___--_-.-----------~---- 2 4 
Tinplate, terneplate, and tin mill block plate----------------_____ rr 
Wire and wire prodacts...._..................--.-- 5m 
Sheets, ‘ekelp, stripe, 000... nen Se Le 1g 
—, 

Se ee necicicectnepenipmninenentiiiy encaeeamiani-taimnaeenaan tacheneren anol ann gen cnenenensitenteitinie 40 i 


1The amount shown for plates represents apppen paneed against a letter of comm} 
which includes plates, sheets, skelps, strips, etc. he amount shown for sheets skely 
strips, etc., is the difference between the total amount of the letter of co n 
orders placed for plates. The amounts for all other items are the amou 
letters of commitment. 


mmitment ay 
nts included j 


Mr. Reppan. I would like to move on from that loan, Mr. Perry, 
to the loan known as loan 78, the second steel loan. 

When was the application for that loan submitted to DLF, Wag, 
ington ? 

Mr. Monaean. Is that listed in this brochure ? 

Mr. Reppan. Yes. 

Mr. Perry. The letter I have indicates it was on the 13th of Apri. 

Mr. Reppan. When was the application approved ? 

Mr. Perry. The application was approved by a telephone call m 
May 21, I believe. It was either May 20 or May 21. 

Mr. Reppan. That loan was submitted to Washington by the h 
dian mission here in Washington ? 

Mr. Perry. That is correct, sir. 

Mr. Reppan. After approval of the loan on May 21, did ym 
thereafter receive from the USOM in New Delhi an application for; 
loan which had been submitted directly to the mission? 

Mr. Perry. There was something from the Government of Inti 
on this loan. 
Mr. Reppan. Was it submitted to the USOM in New Delhi! 

Mr. Perry. That’s correct. 

Mr. Reppan. And then forwarded to Washington ? 

Mr Perry. That’s correct. 

Mr. Reppan. Was the USOM at New Delhi notified prior to th} 
approval of the loan application that had been submitted to Wash 
ington that such an application had been filed in Washington! 

Mr. Perry. Yes, sir; I think the cable went out on April 21. 

Mr. Reppan. That notified them that the Indian mission in Wash | 
ington had submitted this loan application to you. Was a copy d 
the loan application sent to them ? : 

Mr. Perry. The loan is described to them as being similar in tit 
tually all respects to the present steel loan. 

Mr. Reppan. By “the present steel loan,” you mean what? 

Mr. Perry. 13B. 

Mr. Reppan. In the loan application, did they state the purpose fit 
which they expected to use the steel ? ; 

Mr. Perry. They stated it in terms of being for imports to Indi 
for the same categories, for the same purposes and activities unde | 
the agreement in loan No. 13B. 
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Mr. Reppan. Did the application for the loan which was submitted 
to USOM by GOL and transmitted to Washington set forth the pur- 

for which the funds were to be used # 

Mr. Perry. Yes, sir. rf 

Mr. Reppan. What was that, sir? 

Mr. Perry. It is a rather long airgram. I think the part you are 
trying to get at 1s that it doesn t mention the structural steels. 

Mr. Reppan. That’s right, sir. It does not. 

Mr. Harpy. Now we areexpediting. _ 

Mr. Perry. I have been through this with Mr. Bray and your staff. 

Mr. Harpy. I thought you would be able to anticipate. _ 

Mr. Reppan. That was not considered by DLF then prior to their 
approval of the loan application, was it 4 

Mr. Perry. Our official channel always has been and is the Govern- 
ment of India, the group headed up by Ambassador Nehru. 

Mr. Reppan. So the answer to my question is “No”? 

Mr, Perry. The information on this was not called to our attention 
until after the loan had been approved, that’s right. Now, before the 
loan agreement was signed, as you know, this did become a subject of 
discussion between the [ SOM and us, between Mr. Nehru’s office 
here and his home office back in New Delhi, and the matter was re- 
solved and structural steel is included in the loan. There is no ques- 
tion about it that there was a difference of opinion between the two 
Government of India offices which was, therefore, reflected between 
the USOM and us; because we were told that the structurals were 
included, and they were told that they weren’t. But the matter was 
finally resolved and structurals are included. 

Mr. Reppan. Do you know, Mr. Perry, whether or not the Govern- 
ment of India wanted structurals, or did they, in fact, want the other 
type of steel ? 

Mfr Perry. In the first discussion I had with Mr. Nair on this, he 
presented it to us as strictly a continuation of their loan—— 

Mr, Reppan. Mr. Nair is whom? 

Mr. Perry. He is the Economic Minister of India, for their Em- 
bassy here. And he presented it as a continuation of 13B for the 
same purposes. Now there is no question but that their preference 
was to include less structural and more of the other. We were trying 
to get within our loan a maximum amount of the structural steel. 
We were not trying to force on them steel that they did not need. 
There was no effort todo that. But we were trying to finance as eligi- 


ble items under the loan the maximum amount of structural steel. 


That was the whole thrust of our negotiation and we are rather proud 
we succeeded. 

Mr. Harpy. Let’s see if I can understand a little bit better just the 
purport of this whole discussion as between the two types of steel. 
We are talking now about the loan that went to the private sector, 
aren't we? 

Mr. Perry. That’s it, sir. 

Mr. Harpy. Mr. Brand, a while ago, in discussing the uses which 
were to be made of these nonstructural items, spoke of the building of 
locomotives. I do not know to what extent these nonstructural steel 
items went into durable goods, such as locomotives, and to what extent 
they may have been used for consumer goods, but that, it seems to me, 
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is an area with which we are concerned, if your own regulati 


— : . ae ‘ ~ SLLONS Mean 
anything. That is the key to my concern about this activity 


M 

t 

Mr. Perry. As one of the persons who helped draft the initia] drt “y 
M 

Fi 


of that, when we were talking about working capital we really had 
mind a private borrower who might want to come to us really for 
refinancing or just some funds to finance the inventory, 


Mr. Harpy. Then you didn’t mean what you said? Because ify — 
are talking to a can manufacturer, steel for the purpose of " indui 
‘ans, which is certainly a consumer item, would be working capil; 
is that right? ' ¥ 

Mr. Perry. It could be described that way. 0,1 

Mr. Harpy. Can it be described in any other way ¢ item! 

Mr. Perry. Inventory, I suppose it could be. M 


Mr. Harpy. Don’t you have to have working capital to prodyy gt 
inventory of consumer goods? 

Mr. Perry. Yes, sir. 

Mr. Harpy. And then to the extent that this steel went into thy st 
kind of a product, it must have constituted working capital, andify 
didn’t intend this prohibition to apply to that kind of an item, I dot ofs 
know what this was really for. We ought to have a definition of} M 
what your terms are, because in your brochure of June, 1959, at page M 





5, is stated : M 
Operations not eligible for funding.—Working capital loans generally wil] not M 
be considered. real 
I don’t know whether that means consumer goods items—— _—‘| ®%. 
Mr. Perry. There have been other loans in the past where the loay I 
proceeds in effect have been used to finance parts of an inventory, att 
You will notice the words, I believe they say generally ent] 
Mr. Harpy. Yes; you left a loophole in there. ‘There is no doutt °° 
about that from a legal standpoint. I read the word “generally.” | on 


started to emphasize it. 
Mr. Meaper. Mr. Chairman, I am getting the impression that while I 
it may be true that every rule should have its exceptions, the way DLF 







has operated the exceptions have become the rule. av 
Mr. Harpy. Mr. Meader, that is exactly my purpose in getting inti Le 
Deas) aire 7 ihe wha 
this kind of an inquiry here. uM 
Mr. Perry. From your selection of the ones to discuss, it is easy ti} p, , 
convey that impression. ile 
Mr. Harpy. I wasn’t so much concerned with the use to which thi 4; 
steel was put as I was with what seemed to me to be a deviation lj ,., 
DLF from its own ruies. a 
Mr. Meaper. Maybe they shouldn’t have made any rules in the fi 
place. , emp 
Mr. Reppan. Mr. Perry, I should like to direct your attention tot} yy 
memorandum for the Board of Directors in connection with this loti} ogy, 
78, dated May 14, 1959. Do you have that before you, sir! M 
Mr. Perry. Yes, sir; I have. here 
Mr. Reppan. Would you please read the stated purpose of the lou} 4 
which appears in the summary on the second page ? | the 


Mr. Perry. On the summary page? . ale 
Mr. Reppan. Yes, sir, item No. 4: “Purpose and Relationship . 

: : i I talk 
Project. to Development of Country.” M 
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Mr. Parry. I will read it and then I would like to make a comment 


vity, tifImay. 

initial ~ Harpy. I think we will need one. 

eally had. , Mr. Perry. I have already made it to your staff. 

S real] fn Finance the reasonable cost of acquisition of importation for private entities 
Y Tor in India of heavy and light structural steel and other steel products for the 


| ‘ ansion and modernization of existing plants and the establishment of new 
or if You ral plants under India’s second 5-year plan. 
mY ’ 


i ; ymary is not, in my opinion, an accurate summary. 
MGM, WP. “tn that connection, may I direct your attention t 

Mr. Reppan. In that connection, may I direct your attention to page 
9, where you give the estimated requirements, and ask you to read 
’ 
item No. 5? , 

Mr. Perry (reading) : 


to prodye —_structurals, plants— 
thisshould be plates, I presume— 


: d rounds, and other miscellaneous steel requirements, 10,000 tons. 
Mt into thy ston 22 


1, and ify. Mr. Reppan. And what is the percentage of that to the total amount 
item, I dont, of steel to be purchased ¢ 
definition of| Mr. Perry. It is less than 10 percent. 
959, at page Mr. Reppan. Six percent, approximately ? 
Mr. Perry. Yes. 

Mr. Harpy. Just to carry the analysis a little further, I didn’t 
realize, as I hadn’t been over this sheet, that the biggest items in there 
are for consumer goods. 

To simply boil this thing down, Mr. Brand, to my lay appraisal 
of the situation: Here you have a request for a loan which was appar- 
ently desired almost exclusively for the purpose of producing consumer 
goods. And then at the insistence of some DLF people some struc- 
tural steel was added, a very nominal amount, but your summary of the 
purposes of the loan would lead one to believe that the whole thing 
was for structural purposes. 

I don’t know who was supposed to be fooled by that. It seems to 
me that the summary which Mr. Perry characterizes as not being 
particularly accurate was put in there accidentally. I don’t know 
what the purpose of it was. 

Mr. Perry. Sir, the paper was gone over paragraph by paragraph 
by the interagency group with whom we meet. I don’t think there 
was any intent to fool anyone on it. The Board was informed that 
this was a continuation of 13B, and in that one there was a heavy 
emphasis upon goods not going into the structural side, and in the 
recommendation 

Mr. Reppan. Excuse me, Mr. Perry, did you say there was a heavy 
emphasis in 13B ? 
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Mr. Reppan. How is this a continuation of 13B when the emphasis 
here is not on structural ? 

Mr. Perry. In 13B it was not on structural either: 13A is where 
the heavy emphasis was on structural—13B was the light. 

Mr. Harpy. I don’t know what your percentage was on 13A. We 
talked about that and didn’t get very far. 

Mr. Perry. The combined 13A and 13B was to be 50 percent. 
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Mr. Harpy. Here is the loan we are talking about, I think. Ho, 
is the press release, dated June 18, 1959. 

Mr. Perry. I would like to call your attention to a tele 
dated—— 

Mr. Harpy. Let’s put this in so we may add to the confusion, You | 
own press release says: 


eTam, | 


The U.S. Development Fund announced basic approval and commitments of | 
funds of a $20 million loan to the Government of India to purchase heavy and | 
light steel and other steel products. ; i 

The steel will be used to expand and modernize existing industria] plants | 
and to establish new ones in the private sector under India’s second ; 
development plan. 


O-year | 

If your summary of the purposes was not designed to mislead apy. 
body and got in there purely accidentally, then I presume that this 
also went out to the public on a purely accidental basis. 3 

There is only about 6 percent steel provided for under this loan 
that can even be used for structural purposes, but the import of this 
whole press release was that it was all for that purpose. 

Mr. Perry. This was called to our attention. Mr. Hutchingoy 
signed a cable on June 16, which unfortunately did not arrive in time 
tocatch it. Therefore, unfortunately we went ahead with the release | 
It was to be released simultaneously, and the cable was delayed jn 
going out. I recognize that the press release was not an accurate 
description of the loan. 

Mr. Reppan. The language which the chairman has just read was 
the summary for the purpose of the loan. 

Mr. Perry. I have already indicated that I don’t think the summary | 
statement was an accurate statement. | 

Mr. Reppan. Could you tell the subcommittee 

Mr. Perry. This also came up in connection with the loan agree. 
ment itself, and the loan agreement was actually modified to make it a| 
more accurate statement. 

Mr. Harpy. The loan agreement was modified ? 

Mr. Perry. Yes, sir, the first draft of the loan agreement carried 
much this same language, and we felt that this was incorrect, so we 
changed it. 

Mr. Harpy. What good did it do to change the language in there if 
you didn’t change the amounts ? 

Mr. Perry. Well, the language then conformed better to what the 
amounts were. 

Mr. Harpy. Oh, you modified your language so that the purpos 
conformed to what actually was done and not what was intended! 

Mr. Perry. To make it conform more accurately to the statement 
that was contained in the body of the loan paper, and not of the 
summary. 

Mr. Reppan. Mr. Perry, could you tell the subcommittee whether 
or not this particular purpose— 





For the expansion and modernization of existing plants and the establishment 

of new industrial plants under India’s second 5-year plan— 

appears anywhere in India’s application for this loan? And if no, 

how did that get in thissummary to the Board ? 
Mr. Perry. I don’t see it in the application, but the application, 
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Jook at the application there to see whether there was any statement 
" lication. 
or genan. Do you know who prepared this staff memorandum ? 

Mr. Perry. Mr. Chutter. 

Mr. Reppan. Where does that change come from, sir? ‘ 

Mr. Cuvutrer. I think it comes from the application and also in 
connection with the filing of the application of 13B because this loan 
was supposed to be an extension of 13B—let_ me say that 13A and 
13B came in under one application, and 40 and 78 which we are talking 
about is supposed to be a continuation of 13B. 

Mr. Reppan. Excuse me, Mr. Chutter, does this language appear in 
either 13 A or B? ; : 

Mr. Cuvrrer. I think something to that effect. But I don’t have 
the application in front of me here. I know it was designed in our 
conversations with the Indians to include structural steel. 

Mr. Harpy. These statements look like they are just pulled out 
of thin air. When we don’t know what the purpose was, then I ob- 
viously get concerned. $20 

Mr. Perry. I think we really spelled the thing out in great detail in 
the paper which the Board had before them; their assistants had gone 
over this with us paragraph by paragraph, and it was certainly fully 
understood as to the purposes of the loan and the kind of loan that was 
made. 

Mr. Harpy. I don’t think anybody except the Board, reading the 
press release, would ever get the idea what the purpose was. 

Mr. Revpan. Mr. Chutter, could I direct your attention to the provi- 
sion which appears on page 10 of loan 40, and ask you—— 

Mr. Harpy. What has loan 40 got to do with it ? 

Mr. Reppan. Mr. Chutter used the language. I am going to ask 
him next what it has to do with it. 

Mr. Cuutrer. What page is that on? 

Mr. Reppan. That is page 10, the top of the page. 

Iam asking if you used the language there and included it in the 
purpose of thisloan. This isthe loan agreement, sir. 

Mr. Harpy. Have you got a copy of the loan agreement ? 

Mr. Cuutrer. No. 

Mr. Harpy. Read it. 

Mr. Reppan (reading) : 

This loan is for the rehabilitation, modernization, and expansion of existing 
industrial plants and the establishment of new ones required by India for its 
second 5-year development program. 

Mr. Harpy. It might be a coincidence, but they certainly did get it 
word for word. 

Mr. Cuurrer. I am confident that in 40 it was in the application, 
but I don’t have the application in front of me. 

Mr. Reppan. Was that language I just read, that latter part, rela- 
ting to the expansion or modernization of plants, was that subse- 


_ quently stricken from the purpose of the loan ? 
id if not, | 


Mr. Perry. It is described: 


Except that the DFL may otherwise agree in writing that the borrower shall 
cause the loan to be utilized, in accordance with the terms of the loan agreement, 


and so forth. 
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Mr. Harpy. In other words, under that language that was » 
amendment I take it ? 

Mr. Perry. That is the way it was finally signed. 

Mr. Harpy. So that language meant they could buy any steel thy: 
they wanted to. It was all included. It had nothing to do wig 
construction or expansion of the industrial base except insofar ag {jy| 
Government of India or the people to whom this might have beg| 
assigned chose to apply it to construction. 

Mr. Reppan. Was that change made at the request of the Gover, | 
ment of India or one of its representatives ? 

Mr. Perry. Yes, it was. 

Mr. Reppan. Could you tell the committee the nature of that requeg 
and the basis for it, please, and who made the request ? 

Mr. Perry. As I recall, it was made more or less simultaneous) 
here and in New Delhi. Mr. Atkeson had stopped in India on jj 
way to Indonesia with the loan agreement, and about simultaneous) 
Mr. Nair, upon instructions by his Government, made the same sug. 
gestion. I have a copy of the letter in here where he specifically asks 
that it be done. , 

Mr. Reppan. Would it be fair to say that they asked for the chang 
because they didn’t want structural steel ? 

Mr. Perry. No, sir, I don’t think so. 

Mr. Reppan. How would you characterize it, sir? 

Mr. Perry. I think they felt that the description of 13B wasa more| 
accurate description than the one we had. 

Mr. Harpy. My reaction is that your language is so wide ther| 
isn’t any steel product that couldn’t be acquired under that agreement, 
Is there any ? 

Mr. Perry. It is a repetition of that which is under 13 

Mr. Harpy. 13B was wide open, so there was complete discretion, 

Mr. Perry. The list is restricted to the ones which I read, which— 

Mr. Harpy. The language of the agreement that you read sounded 
to me like it was about wide open. I can’t think of any item of steel 
that couldn’t be procured under it. Mavbe there are some. But 
except to the extent that it might have been limited by specific amounts 
spelled out in the agreement, there was no limitation whatever on the 
amounts that they could acquire of any consumer item; is that right! 

Mr. Perry. I am not an expert in the terminology of steel products 

Mr. Harpy. I don’t think you have to be an expert in terminology. 
If you read down there, you have got so many wide-open items, you 
say others, miscellaneous, et cetera, and if they don’t cover the water: 
front. I don’t know what would. I can’t conceive of anything that 
wouldn’t be covered by it. 

Mr. Perry. Mr. Moorman advises me that the type of thing that 
would be excluded would be the billets and ingots. 

Mr. Harpy. Are they excluded under that language? You mean 
under that language vou couldn’t buy ingots? 

Mr. Moorman. Yes; they are not mill-end products. Those ar 
what goes into a mill. Those two items are what goes into a mill. 

Mr. Meaper. Why wouldn’t vou just say mill-end products or any 
kind of steel and not: repeat all of those other categories first? By 
the time you get to the end, you say mill-end products, and what 8 
there that isn’t a mill-end product ? 
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Mr. Moorman. I can’t argue with you. I think you are right. 

Mr. Mzaver. The other products would include them all; wouldn’t 
they ? ; 

Mr. Moorman. Yes. ; Wo 

Mr. Harpy. Let’s just see if we can’t button this thing up right 
quick. I cont think we are doing more than spinning wheels right 

ment. 
ogre make any inference that this was intended for any con- 
sruction or structural purposes, it seems to me is way off base. All 
you have to do is go through your own file and you will find ICA sent 
a telegram on June 24, which says in substance, if you are going to 
include structurals in this we are going to have to do it all over again. 

Mr. Perry. Well, the Government of India didn’t agree to that. 

Mr. Harpy. They quoted the Government of India as saying so. 

Mr. Perry. There were subsequent telephone conversations be- 
tween Mr. Nair and Mr. Sen Gupta, and they agreed to the structurals. 

Mr. Harpy. And then on July 2, which is about 10 days later, there 
isa letter from Mr. Nair in which he itemizes the production quanti- 
ties of structural steel in this whole business, as I understand it, 
13B and 78 taken together, and out of 275,000 tons he only antici- 
pated 44,000 for structural purposes; that is, for 13B and 78 both. 

So obviously I don’t know what they got under 13B. If they got 
any more, they must have gotten a considerable amount of this 44,000. 
The only thing that appears to me, if you have any regulations that 
are involved here, certainly nobody pays too much attention to them. 

Let’s go on to something else. 

Mr. Branp. Mr. Chairman, before you proceed to some other sec- 
tor, may I return to a policy question? I understand that the in- 
quiry that has been going on for the past hour or so with relationship 
to this particular loan to India is on the basis of the mechanics of 
the loan at the time. The committee was not addressing itself to 
the broad policy basis as to whether or not the Development Loan 
Fund has a legal right to finance the program. 

Mr. Harpy. We did not get into that. 

Mr. Branp. I want it understood. and I want to understand my- 
self, that the committee is not addressing itself at this particular 
time—it may later, but not at this particular time—to the broad 
policy question. 

Mr. Harny. The question of the legality of this kind of thing is 
not involved in our present discussion. 

Mr. Brann. I understand, and your discussion is based on the fact 
that certain paners in processing stated that the purpose of the loan 
was fora certain purpose, but in actuality it seems to the committee 
later on it developed other purposes. 

Mr. Harpy. That is correct. And also it seems to the subcommit- 
tee that in spite of the fact that the Development Loan Fund had pre- 
scribed for itself certain rules of procedure under its administration 
of the law, there was not anybody who paid much attention to them, 
and the Development Loan Fund apparently set these rules up for 
the purpose of waiving them. I don’t know to what point it was 
extended, but I think it is pretty extensive, and I think we will come 


to the same sort of conclusion with the very first loan the Develop- 
ment Loan Fund made. 











454 DEVELOPMENT LOAN FUND 


Mr. Perry. I would like for your staff to go over all of the logy 
and very quickly, I think, you will be able to find out how many, 

Mr. Harpy. We are going over a batch of them. 

Mr. Perry. We went over it with the General Accounting Ofig 
and in the list we found very few of them are made to furnish this 
kind of a commodity. And I think by going over the complete lig 
you will agree with us. 

Mr. Harpy. I am not concerned with the commodity here, but I gy | 
concerned that the loan wound up in the manner in which it ig qe | 
scribed. If there is a deviation from the Development Loan Fund | 
own stated policies and procedures, I think we want to explore thy 
a little bit, and that is what has seemed to us to occur. We are no 
concerned and are not discussing the legality of the thing at the mp. 
ment. Weare concerned with deviations from the Development Loa 
Fund’s rules. 

Mr. Perry. I don’t think this is a deviation from a rule. 

Mr. Harpy. I would not expect you to think so. You participated 
in it, 

Mr. Reppan. Mr. Perry, was this change in the purpose of the 
loan, or modification in the purpose of the loan, approved by the 
Board ? 

Mr. Perry. The original resolution has remained. We have no 
changed it. | 

Mr. Reppan. Was it presented to the Board, that is, the fact that 
this change had taken place? 

Mr. Perry. From the beginning, Mr. Reddan, we did not assum | 
that the purpose was changed. We felt that the full Board expogi- | 
tion stated very clearly what the purpose of that loan was, and that 
the summary statement was inaccurate, and so in my opinion what 
appeared in the loan agreement is completely consistent with what 
was presented to our Board of Directors. 

Mr. Harpy. The loan was approved May 25. Did the Board of 
Directors—I believe that is right. 

Mr. Monacan. Twenty-one. 

Mr. Reppan. Twenty-five. 

Mr. Perry. We took a poll. It was presented to the Board ata 
time when we were out of funds and so we waited until the Presi- 
dent had signed our appropriation act and then we conducted a tele- 
phone poll. And in quickly going through the papers I couldn't say 
on what day. The resolution is dated the 25th of May, and it might 
have been a day or two before that. 

Mr. Harpy. The Board approved this by telephone? 

Mr. Perry. That is correct. There was an oral presentation at the 
time of the regular meeting. 

Mr. Harpy. The oral presentation was prior to May 25, or 2l, 
whichever it was? 

Mr. Perry. That is correct. 

Mr. Harpy. The notification—wait a minute. Did the presenta 
tion to the Board contain that summary which was read a while ago 
and which Dr. Chutter offered ? 

Mr. Perry. Yes, sir; it did. 

Mr. Harpy. Since this is so inconsistent with the loan as finally 
carried out, I think maybe we ought to read the resolution, or a por 
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tion of it. The resolution which apparently was approved by the 
Board reads : 

Whereas the Government of India (hereinafter called the applicant) has ap- 
lied to the Development Loan Fund (hereinafter called the DLF) for a loan 
from the DLF to assist in financing the acquisition and importation for private 
interests of heavy and light structural steel and other steel products, for the 
expansion and modernization of existing plants, and the establishment of new 
industrial plants under India’s second 5-year plan (hereinafter called the 
project). 
That is the basis on which the loan was submitted to the Board. 
That is the opening statement in the resolution which the Board 
assed. It is the summary statement in the documents supporting 
the agreement. The Board acted on that and their agreement was 
subsequently amended, so that this is totally meaningless insofar as 
the loan itself is concerned. And unless there was a resubmission to 
the Board and the Board had considered the actual changes, it is my 
contention that there was a misleading action. 

Mr. Perry. Mr. Chairman, the Board discussed the paper in its en- 
tirety, not the summary. Obviously, the paper is the basis for the 
action of the Board. ‘The attorneys examined the language as it fin- 
ally appeared in the loan agreement, and they felt it was consistent 
with the language of the resolution. Therefore they felt there was 
no need to- 

Mr. Harpy. To get. back 

Mr. Perry. No. The thing you are trying to imply is that at some 
point between the time we presented this to the Board and the time we 
actualy signed the agreement, the purpose changed. 

Mr. Harpy. | am not trying to imply that at all. 

Mr. Perry. I say the purpose remained the same. It was poor 
draftsmanship initially in the summary and in the loan agreement we 
merely corrected it. 

Mr. Harpy. I am not trying to make any implication at all, but I 
read the resolution which the Board itself acted on. I believe that 
is what it is supposed to be. 

Mr. Perry. That is right. 

Mr. Harpy. And yet—— 

Mr. Perry. The attorneys looked at this language and advised that 
this language was consistent with the language of the resolution. 

Mr. Meaper. What is that agreement language ? 

Mr. Perry. “The purpose of the loan is to assist India to import 
structural steel and other steel required by India by its second 5-year 
development program for industrial enterprises. (Such importation 
shall hereinafter be called the project.)” And then there follows in 
the next section the use of the loan and eligible items. That is the 
paragraph I read earlier. 

Mr. Meader. But with those different categories. 

Mr. Perry. Those are the two things that describe the loan and its 
purpose. 

Mr. Harpy. But the purpose of the loan as stated in the resolution 
which the Board itself adopted is totally inconsistent with that, isn’t 
it, Mr. Perry? Yousay the attorneys said it is not. 

Mr. Mraper. I would not say it was inconsistent, but it is much more 
restricted. The language you read in the preamble and “whereas” 
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clause of that resolution would seem to confine the loan to the expan- 
sion of industrial plants and structural steel. 

Mr. Harpy. That is what it said. 

Mr. Mraper. But when you get down to mill end products of ap 
kind for industrial uses, that could mean work in process and ae 
material, and have nothing to do with it. It is a totally different anq 
broader proposition than the one that is relatively restricted. 

Mr. Harpy. The purpose as stated in the resolution does not haye q 
thing in the world to do with mill end products, or whatever you cal] 
them, that are going to be used for fabrication. I don’t know how even 
the most erudite attorney can construe this language to include that 

Mr. Meaper. Have you a written opinion by attorneys that the 
language you read in the loan agreement was not a broadening of the 
purpose as stated in the preamble of that resolution ? 

Mr. Perry. I don’t know if there was ever a written interpretation 
of it made. It was done by two of the staff lawyers in consultation, 
As far as I know, it was done only in my office and on an oral basis, 
But we specifically addressed ourselves to the question. 

Mr. Harpy. But you yourself undertook to correct the press release 
because it was incorrect. 

Mr. Perry. I read 

Mr. Harpy. And the press release did contain the language con. 
tained in this resolution. Isn’t that correct? 

Mr. Branp. May I make a comment, Mr. Chairman, that the page 
I have in my hand, according to my understanding, is the memorandum 
which went to the Board at that time. The first clause, in the sum- 
mary on the first page, if you turn to page 9 you have many times 
during the hearing referred to various items described very plainly, 
There is no misleading element in it involved. If you are going to have 
the lawyers do it, that is what they would refer to. 

From the recommendations found on page 11 it seems very clear 
that the Board members knew what they were intending to finance, 

Mr. Harpy. You were on the Board at that time, weren’t you! 

Mr. Branp. No,sir. I was not on the Board then. 

Mr. Harpy. You were not on the Board then? 

Mr. Branp. No. 

Mr. Harpy. That’s right. You have been on it since. 

Mr. Branp. That is right. But this is the way it is done now. We 
look to the end use. We get it item by item. The preamble in the 
lawyers’ language is nice, but it is not the governing factor. The 
whole information is right before you, Mr. Chairman, in this memo- 
randum, just the same as it was before the Board, and whether items 
are eligible for financing under the law is one thing, but whetber 
there is any misleading matter involved in my opinion is another. 

Mr. Harpy. Mr. Brand, if I had been on that Board and known 
the purposes for which this loan is going to be used, as you have indi- 
cated and stated in the subsequent papers, I would have had a hard 
time voting for that resolution. 

Mr. Branp. It is a substitute paper. In the original paper, the 
original memorandum, on page 11, which is the exact category of 
items 

Mr. Meaper. Page 9, you mean. 

Mr. Brann. Page 9. Yes. 
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Mr. Perry. This was gone over by the Board members’ staff para- 


graph by paragraph. I am surprised they let that summary go by. 


Mr. Branv. It says that it is recommended that the acquisition and 
importation of other steel products will be made, and so on. It does 
not confine it to buildings and building materials. It says, “and other 
steel products.” 

Mr. Harpy. That is not in the resolution which the Board adopted. 

Mr. Branv. I say, maybe the lawyers in framing up a legal paper 
thought that the Board of Directors had every reason to know exactly 
what was being done, Mr. Chairman. I think it is very clear it is 
right in the paper, and we can read. 

Mr. Harpy. It is in the paper, and the paper has a breakdown which 
shows there is only 6 percent for structural steel. And yet they ap- 

rove a resolution which says it is for structural use. 

Mr. Branp. You know, I said yesterday, Mr. Chairman, and I will 
repeat it, no witness has wanted to argue with the chairman of the 
committee, and I don’t mean to argue with the chairman at all. 

Mr. Harpy. I don’t believe you can win this one. 

Mr. Branp. And I don’t mean to argue with the chairman, and I 
want the record to show I am not arguing with the chairman. I 
merely want just in as nice a way as I can to point out that the word 
“structural” is one of the words used in the defining of steel. They 
could have started off and said bars; they could have started off and 
said tinplate; they could have started off and said sheets, but struc- 
tural is on page 9 just the same as all of the other products. Some- 
body on that piece of paper said that. Personally I don’t think it 
implied other than capital goods, because I can give a pretty good 
argument as to whether or not I take any side of it, as to whether a 
piece of structural steel is 

Mr. Harpy. Would you agree with me then that if the puropse of 
that loan was understood by the members of the Board, they didn’t 
pass the right resolution ? 

Mr. Branp. I think the resolution is a legal paper that the Board 
does not try to cross the “t’s” and dot the “i’s” in this legal require- 
ment. And I have never known the Board to rewrite a resolution 
since I have been in this position. Their judgment is made on this 
paper and put in the minutes of the meeting. 

Mr. Harpy. Do you have the minutes of the meetings ? 

Mr. Branp. It comes to the Board, and as a Board member the 
resolution is what you and I would call, as laymen, the legal machinery 
that sets it in force. I agree with the chairman that there is some 
restrictive language in that resolution that appears so, but I don’t 
think it is so restrictive that there is anything illegal or any implica- 
tion they have done any wrongdoing in financing what they financed. 

Mr. Meaper. Mr. Chairman, I would like to help Mr. Brand and 
Mr. Perry out. 

Mr. Harpy. He doesn’t need any help. 

Mr. Perry. Thank you. 

Mr. Mraper. I have read more of this resolution than just the first 
‘whereas” clause. I say this is one of those things where you have to 
look at the fine print. They say: 

refer to India’s second 5-year plan— 

and then in parentheses— 


(hereinafter called the project). 
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Then when you get down to the actual resolution, which is more Sig- 
nificant than the recital, it says: 
Now, therefore, be it 

Resolved, That there be and there hereby is authorized the establishment of 
a loan by the Development Loan Fund to the applicant of not to exceed $95 
million to assist * * * 

Mr. Harpy. Not to exceed $20 million. 

Mr. Meaper. $25 million this says. 

Mr. Harpy. You and I are not reading the same document. 

Mr. Meaper. I am reading the resolution of April 27, 1959. Jp 
parentheses it looks like they changed the 25 to 20, but it says, written 
out, $25 million— 

* * * to assist in financing the foreign exchange costs of acquiring equipment, 
materials, and services required for the project. 

Now what isthe project? It is India’s second 5-year plan. I don’t 
see how anything could possibly be broader. They could buy anthing 
they wanted to that was part of India’s 5-year plan. 

I don’t know whether Mr. Brand appreciates my attempt to help 
him, but in spite of the recital being somewhat more restrictive, it 
seems to me that the resolution could not possibly be broader. 

Mr. Harpy. You would interpret that to mean they could use this 
money for anything which the second 5-year plan called for? 

Mr. Meaper. Don’t you think it says that in the resolution ¢ 

Mr. Harpy. If it does, they sure did go a long way. 

Mr. Branp. Mr. Meader, we could use you. Are you going to join 
our legal staff ? 

Mr. Harpy. If that is the case—and I certainly don’t want to get 
into a legalistic argument—but if that interpretation is correct I don’t 
see any need in drawing up these documents at all. All they have to 
say is, “We grant you a loan for the purposes of carrying out your 
project.” That is what they have done here. And goodness, they can 
use it for anything under that language, or that interpretation. 

Mr. Meaper. I think that “whereas” clause is just a little oratory. 

Mr. Harpy. Well, it was oratory all right. Certainly I can’t con- 
ceive of any interpretation which would be broad enough to say that 
this $20 million could be used for any purpose embraced in India’s 
second 5-year plan, as broad as that is. Maybe my lawyer friends 
down at that end of the table would so interpret that language, 
but I would suppose that the purposes as set forth in the opening 
of the resolution would be controlling and limiting on the use of the 
other projects later on. Maybe I am wrong. 

Now as | understand it, this loan was approved by telephone follow- 
ing a formal meeting of the Board, at which time the entire papers 
were considered ? 

Mr. Perry. That is correct, sir. 

Mr. Harpy. This is the minutes of that particular meeting? 

Mr. Romney. Yes, sir. 

Mr. Harpy. Does it show who was there ? 

Mr. Perry. It should show on the first page there of the minutes. 

Mr. Harpy. Just for the sake of understanding how this is done. 
The members of the Board were Mr. McIntosh, Mr. Riddleberger, 
Mr. Waugh, and Mr. Upton. They were present. Mr. Lynn, a rep- 
resentative of the Department of State, Mr. Houston of the Export- 
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Import Bank, Mr. Shaeffer and Mr. Dale of the Treasury, and nu- 
merous members of the Development Loan Fund family, and we have 
ICA. The minutes of the meeting have this to say: 


Pursuant to article I, section VII, of the bylaws of the Development Loan 
Fund, telephone poll was taken of the adoption of the draft resolution— 


And they have a number in here, 


** * which was discussed by the Board at its meeting of May 19, at which 
time action was deferred pending receipt of additional funds by the Develop- 
ment Loan Fund. The majority of the Board members approved the loan with 
Mr. Upton reserving on the use of the loan for offshore procurement. 

That is in substance what you indicated a while ago, Mr. Perry. 

Mr. Perry. Right. ee TN, 

Mr. Harpy. The only thing that is absent is any indication of the 
extent to which the matter was discussed by the Board at its meeting 
on May 19, and since it is noted—oh, yes, here it ison May 19. What 
is this? ; 

Mr. Romney. The other meeting at which the notes of the telephone 
call were recorded in the minutes. 

Mr. Harpy. I was wrong. I was wrong on the members who were 
present at the meeting because we are not talking about the same 
meeting. That is a meeting of June 10 and it was on June 10 that 
the minutes recorded the results of the telephone poll. 

Mr. Perry. That is correct. The paper itself was discussed on 
May 19 at the meeting of the Board. 

Mr. Harpy. The minutes for May 19 have this to say: 

The Development Loan Fund's staff paper, DLF lcp/150, recommending au- 

thorization of a loan in an amount not to exceed $20 million for this project, 
was discussed by the Board. 
And that is all it says. It could mean a whole lot, or mean nothing. 
And I note that the members present were Mr. Dillon, Mr. Upton, 
and Mr. McIntosh, at that particular meeting. I note further in the 
telephone poll Mr. Upton reserved. 

Mr. Meaper. Which agency did he represent ? 

Mr. Harpy. Mr. Upton represents the Treasury. So that there 
were only two members who were present for whatever discussion took 
place. There is no way to tell from the minutes what discussion 
took place. And the only two members who were present were Mr. 
Dillon and Mr. McIntosh. I presume it would not have been hard for 
Mr. McIntosh to determine the extent to which he was familiar with 
the matter, but as far as Mr. Dillon’s participation is concerned, I 
wonder if there is any indication as to whether the approval was given 
by Mr. Dillon personally, or whether some subordinate on behalf of 
Mr. Dillon voted aye on the telephone poll. 

Mr. Perry. There is a note in our files here which I believe says 
Mr. Dillon voted aye to that. 

Mr. Mraper. Maybe I have that one. 

Mr. Perry. You may have. I think it may be in that file. Yes, 
sir. There is a list of them. 

Mr. Harpy. The minutes don’t show. The minutes merely state a 
majority of the Board members approved the loan, with Mr. Upton 
reserving. 


Mr. Toner. I might be able to help on this. My name is Toner, 
the secretary. 
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Our customary procedure in taking a telephone poll is to poll-al] 
of the agencies, whether they are present at, or represented by a mem- 
ber the meeting, or not, to get the vote of the principal on the rego. 
lution. And we record the votes of each of the principals for each 
telephone poll for our records. But normally we have a vote for each 
principal on each resolution. 

Mr. Harpy. That may be cast by some member of his staff other 
than the principal ? 

Mr. Toner. Well, it is customary or on occasion we get it on ip- 
struction from the principal. I would have to go back to my records 
to find out who called me in each instance. 

Mr. Harpy. You are discussing now your normal procedure? 

Mr. Toner. Yes, sir. 

Mr. Harpy. But my point would be this: Suppose you called the 
Department of State and Mr. Dillon happened to be out of the coun- 
try? Somebody else would cast his vote, wouldn’t he? 

Mr. Toner. Well, it would be—— 

Mr. Perry. No, sir. He wouldn’t vote then. 

Mr. Harpy. Maybe he is in the United States, but out of Washing- 
ton. Would he still vote? 

Mr. Loomis. I am sure the bylaws provide you have to be present 
in Washington, D.C. on a telephone poll. 

Mr. Harpy. Then he might be out at Burning Tree. 

Mr. Loomis. I don’t belong to that club, but I will take judicial 
notice it is in the District. 

Mr. Meaper. It’s not; it’s in Maryland. 

I am interested in this telephone poll. Mr. Toner, do you talk with 
the eeener of the Board personally when you conduct this telephone 

oll ? 

? Mr. Toner. I have on occasion, sir. Particularly at the time when 
I am getting—when I am not assured or if there is any question in 
my mind as to the information that is given to me, I would talk to the 
principals. Normally, the way that I conduct the telephone poll isto 
go through the deputy to the Board Director. The person who attends 
our informal Board meeting who usually has been authorized to give 
me the vote of the principal. And I indicate in my records that Mr, 
Dillon’s vote, or Mr. Upton’s vote, was transmitted to me by such and 
such a person. And this is the way I note it in my records. And 
when we report on it at the following meeting of the Board, for the 
purposes of insertion in the records of the succeeding meeting, I will 
note the action of the Board in the telephone poll, and note any action 
taken, so that the principals there will have an opportunity in case 
of any questions to call it to my attention as it is recorded in the 
minutes. 

Mr. Harpy. This is a very interesting procedural matter and it r- 
calls to my mind the outstanding poll of this nature which I have 
referred to so many times. The old Maritime Commission used to 
permit voting by telegram and they used to have a requirement that if 
a construction subsidy exceeded 3314 percent it had to be done on the 
basis of convincing everyone. When the United States Lines ship 
was up for a decision the members of the Commission were not all 
present in Washington, and the telegram was dispatched to one mem- 
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yete on the granting of 45 percent construction differential subsidy 
for that vessel. He wired back, “I vote ‘ aye.” Advise me what con- 
yinces me.” And that telegram ‘appeared in their files, 

I trust that you people are a little better versed in how to keep 
your files and don’t put that kind of stuff in there. 

Mr. Loomis. We occasionally goof. 

Mr. Perry. In making copies we now make “one for me and one for 
you and one for Congressman Hardy.” 
~ Mr. Mreaper. Mr, Chairman, I was interested in this telephone poll 
because sometimes it is diffic ult to get a quorum of a congressional com- 
mittee. We have a rule of the House that no report shall be issued 
from a committee unless a majority are present in person. And you 
can’t use proxies to establish a quorum. 

Mr. Harpy. That is true. 

Mr. Meaper. And if you are going to have a Board operation it 
seems to me one of the adv antages of it is the exchange of information 
and the pros and cons in getting different points of view. If you call 
them individually on the telephone and say, “How do you vote?” you 
certainly lose the advantage of any interchange in thinking and the 
pen that you have in a committee operation. I hope you don’t 

nd too much money on telephone bills. 

Pr. Branp. I might mention, Mr. Meader, since I became Manag- 
ing Director on Se sptember 2 2, I have been out of the country at some 
meetings, but at every meeting I attended—and I have attended ev ery 
meeting since that I have been in the country, and that is a great many 
meetings, there has not been a telephone poll. So it is a mi iter of very 
unusual occurrence rather than again, as you say, the general rule. 
That has been since September 2, 1959. Of course, if it was after that 
I did not 

Mr. Meaper. Of course, there is one other question that prompted 
me to ask Mr. Toner how this was done. He talked to some subordi- 
nate and he said, “I think Mr. Dillon votes ‘aye’.” There is not much 
assurance that the responsible person has actually given attention to 
the question and issued his own decision. The decision, obv iously, 
that he makes, must be based on work with his subordinates, but the 
ultimate decision is the responsibility of the Board member. If the 
poll can be done by talking with some subordinate rather than the 
member himself, certainly it isa possibility that somebody other than 
the responsible member will actually be making the decision. 

Mr. Perry. We haven’t used it very often and it invariably follows 
a discussion at the Board. It may be that there is one letter. In this 

articular instance the Board was favorably disposed toward the loan, 
but at that point our supplemental appropriation had been passed by 
both Houses and was merely awaiting the President’s signature. They 
felt it would be inappropriate to t: ake action on the loan until money 
was actually avail: ble. and that’s why the vote on it was therefore 
postponed until funds were available. In other instances it may be 
there was one fact which has not yet been ascertained, and they would 
ay, “Let’s have a telephone poll after you get the facts together,” and 

en we get it in we will call a poll for such and such. 

Mr. Mraper. What was the terrific urgency, Mr. Perry, in passing 


this resolution? Wouldn’t there be ‘another meeting scheduled 
shortly ? 
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Mr. Perry. It was a couple of weeks off. We had thought—I thin, 
it was scheduled originally because we thought the President woulq 
have signed the bill by this time. And when he didn’t rather thay 
taking it off the agenda, we discussed it"and postponed the vote, | 
think the vote took place and I believe the President signed the act the 
following day. 

Mr. Meaper. That’s right. It shows you met on the 19th. 

Mr. Perry. The act was signed on the 20th. 

Mr. Meaper. And the poll was taken on the 21st. 

Mr. Perry. And I believe they could have signed on the 19th, prior 
to the signing of the bill, but they thought it would not be the appro. 
priate way. 

Mr. Harpy. The memorandum you have here shows Mr. Dillon 


and Mr. McIntosh as being the only ones who actually voted their own | 
views in the matter. Mr. Houston for Mr. Stambaugh, Mr. Upton | 


reserved. Mr. VanDyke for Mr. Riddleberger. 
Mr. Perry. I think what that means is that the information was ob. 


tained from Mr. Houston that Mr. Stambaugh had voted aye, and the 


information was obtained from Mr. VanDyke on Mr. Riddleberger, 

Mr. Harpy. Mr. Stambaugh voted entirely on the basis of repre. 
sentations conveyed to him by Mr. Houston because he didn’t attend 
the meeting previously. Mr. Houston did. And Mr. Riddleberger 
did not attend the meeting previously either. So Mr. VanDyke was 
voting Mr. Riddleberger’s proxy by virtue of the knowledge which 
he had. And certainly in this particular situation the Board did not 
have the benefit of the reasoned judgment of its members, Mr. Riddle- 
berger and Mr. Stambaugh. If Mr. Stambaugh was a member in lien 
of Mr. Waugh. 

Mr. Perry. He was the Acting President of the Ex-Im Bank. 

Mr. Meaper. Is it permissible under your bylaws to delegate to 
some person not a member of the Board the right to cast a vote! 

Mr. Loomis. No, sir. 

Mr. Meaper. That is not permissible 

Mr. Loomis. That’s right. It isnot. 

Mr. Meaper. And the Board members cannot give proxies to other 
Board members ? 

Mr. Loomis. That is correct. 

Mr. Meaper. To anyone? 

Mr. Loomis. That’s right. 

Mr. Harpy. Mr. Waugh is a member of the Board from the Export- 
Import Bank, isn’t he ? 

Mr. Loomis. That is correct. 

Mr. Harpy. But Mr. Houston cast a vote on behalf of Mr. Stam- 
baugh. 

Mr. Loomis. Mr. Houston cannot cast a vote. I mean, it is Mr. 
Stambaugh who is casting the vote. Mr. Houston is relating how 
Mr. Stambaugh wants to vote. The reason why Mr. Stambaugh has 
the vote is that there are certain provisions in the bylaws that if the 
member of the Board is out of town, or disabled, or on leave, the 
person acting for him becomes a member of the Board and can vote. 
So in this instance I assume Mr. Waugh was certainly out of tows, 
on leave, or disabled, and Mr. Stambaugh was the Acting President 
of the Ex-Im Bank, and as such he had the right to vote. 
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Mr. Harpy. I can’t delegate my secretary to go out and answer for 
me on the rollcall and vote, even if I am sitting in my office. 

Mr. Branv. That is very different, Mr. Hardy, because a Congress- 
man is elected to Congress, but not Sam Waugh, the President of the 
Board. The President of the Export-Import Bank is a member. 

Mr. Harpy. I am not thinking of that fact, but I am thinking of 
Mr. Houston voting for Mr. Stambaugh, and Mr. VanDyke voting 
for Mr. Riddleberger. Anyway, let’s get on with it. 

Do you have anything more? 

Mr. Reppan. Just one more question. 

Mr. Harpy. All right; and let us get through. 

Mr. Reppan. Does the Audit Division of ICA perform any function 
for DLF in connection with the loans, Mr. Perry ¢ 

Mr. Perry. We have asked them to make certain audits for us. 
Yes. 

Mr. Reppan. There is no statutory requirement ? 

Mr. Perry. No, sir. 

Mr. Reppan. Did they perform any function in connection with 
these India loans? 

Mr. Hutrcuinson. They are auditing all the vouchers against which 
disbursements are made. They have not performed any end-use 
action on it as yet. One has been requested. 

Mr. Perry. All of the papers which they have collected are proc- 
essed by them. So to the extent there are, for example, reimburse- 
ments, they must go through and audit them before the disbursement 
is made. 

Mr. Reppan. Is that on specific request with respect to each loan, 
or is ita procedural matter ? 

Mr. Perry. No. On all loans. Unless it is a specific audit in the 
sense of an end-use check and that is done only on request. 

Mr. Reppan. Have any particular problems arisen in connection 
with this auditing by reason of the fact that the retroactivity provi- 
sion was written into some of those India loans? 

Mr. Perry. I don’t know. 

Mr. Reppan. I will show you a memorandum of December 29, 1958, 
addressed to you by Samuel Hassman. Who is Samuel Hassman ? 

Mr. Hassman. I am here. 

Mr. Reppan. Your position with DLF ? 

Mr. Hassman. I am Deputy Chief in Charge of Implementation. 

Mr. Reppan. Does that refresh your recollection, Mr. Perry ? 

Mr. Perry. I know we have had some discussions with respect to a 
documentation. I may have read this. I am not sure. It does not 
appear that I signed for the paper which asks for my clearance, but 
this may have been another copy—not the clearance copy. I do know 
that we did have problems in connection with documentation, but to 
the best of my knowledge, those have been resolved and I don’t believe 
that there is any current outstanding problem on it. 

Mr. Reppan. Insofar as retroactivity is concerned, does it present 
any further problem with respect to the documentations ? 

Mr. Perry. It did present difficulties. 

Mr. Reppan. But you say it does not any longer? 

Mr. Perry. We were able to work it out. 

Mr. Harpy. Did you get the legal interpretation on that one? 
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Mr. Perry. Yes, sir, we did. 

Mr. Reppan. One of the problems relating to this, and one of the 
questions raised by ICA or India, related to the repayment to India 
in dollars for expenditures in rupees for shipment in Indian bottoms 
did it? 

Mr. Hassman. Yes. 

Mr. Perry. We have collected some refunds on that, I understand, 

Mr. Reppan. Now, in these India loans, as I understand it, there jg 
a standard provision which provides that expenses which can be 
reimbursed in rupees shall not be reimbursed as proceeds of the loan 
in dollars. 

Mr. Perry. That is correct. 

Mr. Reppan. In this case there had to be a deviation from that pro. 
vision in order to repay the cost of shipment in Indian bottoms, did 
there not? In other words, the cost of shipment in Indian bottoms! 

Mr. Hurcuinson. It is not a fact that shipment had been repaid 
out of the proceeds of the loan requirement refund. 

Mr. Perry. It is not an eligible item. 

Mr. Reppan. It is not an eligible? 

Mr. Perry. That’s right. As I understand it, the answer is that 
they have made payments, but in each case they have gotten a refund 
from the Indians. 

Mr. Reppan. Whois Mr. Leibowitz? 

Just a moment. The reporter cannot get comments from the back 
of the room. 

Mr. Harpy. If anybody back there standing can answer, please 
come up here. 

Mr. Hurcuinson. With respect to this item on ineligibility of ship- 
ping costs paid in rupees, there are one or two occasions in which the 
price of the item includes cost of insurance and freight, and in which 
we have made dollar payment for shipments on Indian bottoms pur- 
suant to a CIF contract. So there may be an occasion or two in which 
we do have to reimburse for that kind of an item. But as a general 
principle, the costs that are repayable in rupees are not eligible items. 
We have asked for refunds in those cases in which we have been able 
to find, in which these freight costs could have been paid in rupees. 

I want to be sure we are not making an absolute statement because 
there are one or two cases of this sort. 

Mr. Meaper. You speak of refunds, Mr. Hutchinson. Don’t you 
have a procedure for approval of requests for payments which would 
prevent payment being made on an ineligible item in the first place! 

Mr. Perry. Yes, sir. We have, but the refund provision is an addi- 
tional safeguard in that if it slips by on the first examination you 
can pick it up on the second. 

Mr. Meaper. I was curious about when you asked the USOM to 
make an end-use check for you on this India loan. 

Mr. Perry. We make the request to the ICA controller’s office here 
and they are the ones who schedule it and decide how the end-use 
check will be carried out. 

Mr. Mraper. I was interested in the time when you made that. 

Mr. Perry. August 20 last year. 

Mr. Meaprr. You say you haven’t any interim reports on that one 
check yet ? 
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Mr. Perry. One is in from Ceylon. The Iranian one is underway. 
We asked them for a whole series of them. In others the auditor is 
about to go to the field. — 

Mr. HassmANn. There is one on Israel. 

Mr. Perry. I don’t have a _— report on all of them but we are 
picking the ones on which the disbursements are furthest along. 

Mr. Meaver. You mean August 20, 1959, you asked the Controller 
of ICA to make an end-use check ? 

Mr. Perry. On a series of loans. 

Mr. Meaper. Ina variety of countries? 

Mr. Perry. That’s right. 

Mr. Meaver. Of which India was one? 

Mr. Perry. That is correct. 

Mr. Meaper. And you have no interim reports on the India end-use 
check? Do you know what is the status of their check in India? 

Mr. Hutcutnson. It has not begun. 

Mr. Meaver. It has not begun ? 

Mr. Hurcuinson. It has not begun. That is correct. 

Mr. Meaper. It has not begun, or it has not been done? 

Mr. Hurcutnson. It has not been begun. It has not started. 

Mr. Meaper. Why? 

Mr. Hurcurnson. Because they want to schedule it as a part of 
their regular audit program in India, and when we asked for it in 
August they had only very recently completed an audit of their pro- 
gram there. They want to incorporate this audit with the regular 
audit that they intend to conduct. My understanding is, this year 
as a part of their regular operation, rather than sending a special 
team for audit. 

Mr. Reppan. Is Mr. Leibowitz here? 

Mr. Leiwowrrz. Yes. 

Mr. Perry. Mr. Leibowitz isthe gentleman with the lovely tan. He 
just came in from Peru especially for this. 

Mr. Reppan. What is your position with the DLF ? 

Mr. Letsowrrz. I am one of the attorneys with DLF. 

Mr. Reppan. On this question of the payment in dollars for ship- 
ment in Indian bottoms; did you prepare a memorandum for Mr. Hass- 
man on that ? 

Mr. LernowirTz. I really don’t recall. I presume you have it. 

(Document handed to Mr. Leibowitz.) 

Mr. Lernowrrz. Yes. 

Mr. Reppan. I would like to read in the record a part of para- 
graph 8, Mr. Hardy. 

Mr. Harpy. Go ahead. 

Mr. Reppan. It says: 


However, if these costs, because of the nature of the contract, cannot be sev- 
ered from the entire reimbursable costs, then the DLF should finance the entire 
bill. Obviously the loan agreement must be interpreted to be administratively 
workable. Since we are permitting Indian-flag vessels to be used, and since 
further we are picking up some transactions that have already taken place, the 
DLF has to interpret the provisions limiting local currency costs as also includ- 
ing the phrase “insofar as practicable.” 


Mr. Harpy. Would that be a vehicle for the suggestion that these 
costs be all-inclusive so that they would be hard to separate ? 
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Mr. Letnowirz. No, sir. The first and second paragraphs of the 
memorandum indicate that paragraph is to be an exc eption to be 
rarely used. The earlier paragraphs indicated as a general principle 
these costs were not to be 

Mr. Harpy. I am glad you referred to the first and second par. 
graphs because I now want to read the last one in this memorandum, 

Mr. Lernow1rz. OK. 

Mr. Harpy. From this memorandum from Mr. Leibowitz to Mp 
Hassman. This followed the section which Mr. Reddan read, which 
said it is permissible to do this. The last paragraph reads as follows: 

I have discussed this matter with Mr. Hutchinson and this legal opinion js jp 
accordance with his policy views. 

That goes a long way to show the abilities and the unusual capa. 
bilities that the Dev elopment Loan Fund has assembled in its legal 
department. It is a tribute to them that they are able to perform s 
well. 

Mr. Lersowrrz. No. I think the suggestion 

Mr. Perry. This is a contention we would like to see happen. 

Mr. Letsowtrz. No. I think the suggestion which the chairman ij is 
alleging, that the policy view was made first and then the legal opinion 
was written to match the policy view, is not necessarily ‘the way it 
occurred. 

Mr. Harpy. Isn’t that what you said ? 

Mr. Letsowrrz. No. I indicated to Mr. Hassman there are two 
issues here. First, there is the legal problem; whether it is legally 
permissible. Sec ond, the policy problem as to whether we want to 
do it. And I was indicating here in the second realm, which is not 
my realm, as to whether as a policy matter you would do it, as I dis- 
cussed the matter with Mr. Hutchinson, and from the policy view- 
point it was acceptable; and I was taking responsibility for the legal 
viewpoint. 

Mr. Harpy. As a good lawyer you certainly would not try to side- 
step an effort to make the legal opinions conform to the policies of 
your superiors, provided it was legally proper, would you? 

Mr. Lersowitz. No. I think if you phrase it that way, we would 
try, if it were legally proper, to go along with the policy resolution. 
If it were not legally proper, we have said on occasion, in spite of the 
policy resolution, we didn’t think it was legally proper. 

Mr. Harpy. I certainly don’t want to suggest any legal talent down 
there would deviate from strict legal interpretation, but it is nice when 
they can come up with them to conform to the policy of the Board 
up in the top office. 

Is there anything further ? 

Mr. Reppan. That is all. 

Mr. Harpy. Do you have any more, Mr. Meader ? 

Mr. Meaper. No. 

Mr. Harpy. Anything further? 

Mr. Monagan. No. 

Mr. Harpy. I believe instead of meeting tomorrow, it would be 
better if we defer further sessions until we have had an opportunity 
to determine whether the information gathered in these 2 days meets 
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discussion of some of the other loans—Israel, Spain, Greece, and 
Honduras? 

But I want to look over our record thus far to see whether we have 
assembled enough information with respect to the India loans to form 
proper conclusions, in which case we will then pass on to another 
Poe the second phase there will be some further policy matters which 
we have discussed which can come up just as well then as now. 

So the committee will stand adjourned, to convene at the call of 
the Chair. Do you have something you want to say, Mr. Brand? 

Mr. Branp. I do want to make one observation specifically before 
you close, Mr. Chairman, if we have just a minute or two. I appre- 
tite very much the serious discussion we have had in the last 2 days. 
We have the feeling of the Development Loan Fund that we are a 
creature of Congress and that, as such, it is our obligation and duty 
at all times to make every possible effort to interpret the intent of the 
Congress. ney fat ; | 

That goes back to the legislative intent that is found in the record 
of the hearings, as well as the present intent of the Congress that may 
be discerned in hearings such as this. We have talked of several 
policy issues, one of which has been before us this afternoon to some 
very important degree. 

If I were writing a preamble, or a statement for a summary of the 
types of loans that we have been discussing this afternoon I want to 
indicate to the committee what I might write. In fact, I have been 
doing so for the last short while. I realize as a witness it is not my 
place to ask the committee questions. I am merely stating this so 
that I may have the response of the committee if the chairman or 
other members of the committee would like to make any comment, 
or perhaps reserve comment until a later date. The language that 
might occur to me would be as follows: 


This loan is designed to meet the needs of India for U.S. funds to finance 


imports essential to the rehabilitation and continued operation of the following 
industries : 


And then list the industries. 


Because those needs affect so many different sectors of the economy, and be- 
cause it is so urgent to assist in meeting the needs in order to prevent a disastrous 
decline in production in India, and, because the Development Loan Fund has 
satisfied itself that the goods financed by such loan are to be used for 
essential and productive purposes, the Fund is willing to make the necessary 


financing available on a program basis. 

That. is the end of the quotation. We operate, Mr. Chairman, in 
many areas and fields and, as I stressed yesterday in my testimony, 
there are two points in the projects and the programs. At times, in my 
opinion, it is very necessary that we engage in such an activity as I 
have tried to illustrate by this language—and I have no pride of au- 
thorship in that language. I merely am trying to get before the com- 
mittee and, ultimately, the Congress our thinking, that is much broader 
than related to any specific loan which the committee has been talking 
about today. 


Mr. Harpy. Mr. Brand, if I might comment on that. Certainly I 


am not going to pass judgment on the propriety of any particular 
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Second, the policy problem as to whether we want to | 
And I was indicating here in the second realm, which is not 
my realm, as to whether as a policy matter you would do it, as I dis. | 


cussed the matter with Mr. Hutchinson, and from the policy view. | 
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viewpoint. 


Mr. Harpy. As a good lawyer you certainly would not try to side- 
step an effort to make the legal opinions conform to the 
your superiors, provided it was legally proper, would you? 
Mr. Lersowrtz. No. 


I think if you phrase it that way, we would 
try, if it were legally proper, to go along with the policy resolution. 


If it were not legally proper, we have said on occasion, in spite of the 
policy resolution, we didn’t think it was legally proper. 

Mr. Harpy. I certainly don’t want to suggest any legal talent down 
there would deviate from strict legal interpretation, but it is nice when 
they can come up with them to conform to the policy of the Board 
up in the top office. 

Is there anything further? 


Mr 
Mr 
Mr 
Mr 
Mr 


. Reppan. That is all. 

. Harpy. Do you have any more, Mr. Meader? 
. Meaper. No. 

. Harpy. Anything further? 

. Monaaan. No. 


Mr. Harpy. I believe instead of meeting tomorrow, it would be 
better if we defer further sessions until we have had an opportunity 
to determine whether the information gathered in these 2 days meets 
our needs with respect to the India loans. 


We want to get intoa | 


of the 
1 to be 


“inciple 


1 para. 
andum, 


to Mr 
> Which 


‘ollows: | 


Lion is ip 


ul capa- 
ts legal 
form s 


rman js 
opinion 
» way it 


are two 
» legally 


want to | 


‘h is not 


as I dis- | 


“vy View- 


the legal | 


to side- 
licies of 


re would 
solution. 
te of the 


nt down 
ice when 
1e Board 


would be 
portunity 
vys meets 


et into a | 


DEVELOPMENT LOAN FUND 467 


discussion of some of the other loans—Israel, Spain, Greece, and 
Honduras 

But I want to look over our record thus far to see whether we have 
assembled enough information with respect to the India loans to form 
proper conclusions, in which case we will then pass on to another 
hase. ;, ; 

In the second phase there will be some further policy matters which 
we have discussed which can come up just as well then as now. 

So the committee will stand adjourned, to convene at the call of 
the Chair. Do you have something you want to say, Mr. Brand? 

Mr. Branv. I do want to make one observation specifically before 
you close, Mr. Chairman, if we have just a minute or two. I appre- 
vite very much the serious discussion we have had in the last 2 days. 
We have the feeling of the Development Loan Fund that we are a 
creature of Congress and that, as such, it is our obligation and duty 
at all times to make every possible effort to interpret the intent of the 
Congress. ; spat 

That goes back to the legislative intent that is found in the record 
of the hearings, as well as the present intent of the Congress that may 
be discerned in hearings such as this. We have talked of several 
policy issues, one of which has been before us this afternoon to some 
very important degree. 

If I were writing a preamble, or a statement, for a summary of the 
types of loans that we have been discussing this afternoon I want to 
indicate to the committee what I might write. In fact, I have been 
doing so for the last short while. I realize as a witness it is not my 
place to ask the committee questions. I am merely stating this so 
that I may have the response of the committee if the chairman or 
other members of the committee would like to make any comment, 
or perhaps reserve comment until a later date. The language that 
might occur to me would be as follows: 


This loan is designed to meet the needs of India for U.S. funds to finance 


imports essential to the rehabilitation and continued operation of the following 
industries : 


And then list the industries. 


Because those needs affect so many different sectors of the economy, and be- 
cause it is so urgent to assist in meeting the needs in order to prevent a disastrous 
decline in production in India, and, because the Development Loan Fund has 
satisfied itself that the goods financed by such loan are to be used for 
essential and productive purposes, the Fund is willing to make the necessary 


financing available on a program basis. 

That is the end of the quotation. We operate, Mr. Chairman, in 
many areas and fields and, as I stressed yesterday in my testimony, 
there are two points in the projects and the programs. At times, in my 
opinion, it is very necessary that we engage in such an activity as I 
have tried to illustrate by this language—and I have no pride of au- 
thorship in that language. I merely am trying to get before the com- 
mittee and, ultimately, the Congress our thinking, that is much broader 
than related to any specific loan which the committee has been talking 
about today. 

Mr. Harpy. Mr. Brand, if I might comment on that. Certainly I 
am not going to pass judgment on the propriety of any particular 
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language. I don’t think that is quite a point of our concern in thy | 


language that we have discussed. 
In the first place, it seems to me one thing that is discernible her 


is that there was some difference of opinion between representatiye | 


of the Development Loan Fund, or our Government, or however yoy 
want to put it, in these negotiations—some differences in their yieys 
and the views of the representatives of the Government of India, — 

Now in the final analysis there is a serious question in my mind gg 


to whether the language which was employed did reflect the purposg | 


of the loan. Whether that has any major significance I am not pr. 
pared to say at the moment. But the question of language itself js 


not too important. Its importance is that we are trying to carry oy | 


the real purposes for which the program was set up, and carry it ou 
in accordance with some sort of rules and criteria that can be under. 
stood and which do meet congressional intent. 

Mr. Branp. I was trying to use language that I feel without any 
qualification does meet congressional intent. You don’t necessarily 
have to finance the building of a structure and the contents and ma. 
chinery, but there may be other things that are even more useful at 
the time to further the economic progress of the country and the 
processes of the country than doing that. 

Mr. Harpy. Even if your statement of purposes meets the congres. 


sional intent, and the loan agreement is drawn up in such a fashion | 


that it does not necessarily conform to the congressional intent, you 
still have not accomplished much. 

Mr. Branp. I grant you that. 

Mr. Harpy. So there is a seriousness to this business of conformity 
between the expressed intent and the provisions that the agreement 
itself contains; and it seems to me that is where we get. into trouble 
Not so much in the actual words that are expressed as in the disparity 


between the intent expressed and the body of the loan agreement which | 


permits something entirely different. 

Mr. Meaper. One of the things that raised a little question in my 
mind was, when you read that resolution, that you have the project 
defined as “India’s second 5-year plan.” That is quite a project. You 
could just put a statement of the purposes in the act itself, “To sta 
bilize and strengthen the economies of the countries,” and say that is 
a project. 

Mr. Perry. I am not an attorney, but that was not the intent. If 
it reads that way it is faulty draftsmanship. It was not intended to 
be the plan. 

Mr. Harpy. I haven’t any notion that anybody in the Congress that 
voted for the Development Loan Fund, including me, and including 
the rest of you, I think, had any idea that the Development Lou 
Fund was going to write in a purpose of a loan in support of a pro 
gram of the magnitude of India’s second 5-year plan on a blanke 
basis. And that is what it would do if you followed your interpre 
tation of the language. 


Mr. Perry. I am saying that is not the intent. If it read that way, | 
I won’t quarrel with the distinguished lawyer across the table—ts | 


poor draftsmanship. 
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Mr. Harpy. I know Mr. Perry has to go, and I would like to express 
my appreciation to all of you for your participation. Did you have 
something else you want to say ? ; 

Mr. Perry. No, sir. I was just worrying about my son and where 
he was. He is supposed to be here now. 

Mr. Harpy. We will adjourn to the call of the Chair. 

(Whereupon, at 4:15 p.m., the subcommittee adjourned to the call 
of the Chair. ) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


WEDNESDAY, FEBRUARY 24, 1960 


House or REPRESENTATIVES, 
SvuBCOMMITTER ON ForEIGN OPERATIONS 
AND Monerary AFFarrs 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met in executive session at 10:10 a.m. in room 
304, Old House Office Building, Hon. Porter Hardy, Jr. (chairman of 
the subcommittee) , presiding. 

Present: Representatives Porter Hardy, Jr., John S. Monagan, and 
George Meader. a , : 

Also present : John T. M. Reddan, chief counsel; Richard P. Bray, 
Jr., counsel; Miles Q. Romney, counsel; Walton Woods, staff inves- 
tigator; and Phyllis M. Seymour, clerk. 

Witnesses: Hon. C. Douglas Dillon, Under Secretary of State; ac- 
companied by Eric Hager, Legal Adviser, Department of State; 
Robert Krones, special assistant to the Legal Adviser, Department of 
State; John Leahy, congressional liaison officer, Department of State; 
and Hart Perry, Deputy Managing Director, Development Loan 
Fund. 

Mr. Harpy. Let the subcommittee come to order. I am delighted 
tohave Secretary Dillon with us this morning. 

Mr. Secretary, I want to extend to you a welcome. This is an op- 
portunity we have been looking forward to for some time. 

We want to explore a few points which I think need some clarifica- 
tion and maybe a better understanding of them will be profitable to 
both of us. 

There are three particular areas we would like to discuss this morn- 
ing. The first involves a question of preliminary screening of files 
within the executive branch before permitting examination by the 
subcommittee or its staff. 

This screening, coupled with the application of your so-called third 
agency rule, has led to some rather extensive delays. And even, I am 
sorry to say, to a failure upon occasion to provide the subcommittee 

_ with significant documents. 

L So as far as our present inquiry into the Development Loan Fund 

' Isconcerned, I discussed this in some detail with Mr. Brand when he 

| Was up here on the 3d and 4th of February and I see no reason 
to go into it in detail again this morning, although, of course, yon are 
at liberty to make any comments on the subject that you may think 
are appropriate. 

There is available on the table in front of you a copy of the opening 
statement I made at the time Mr. Brand was here, and also a chronol- 
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ogy of our difficulties which I had Mr. Reddan read into the reco, 

it may be that_you have already been advised of the content ¢ 
that document. You are welcome to take that document wit, 
you and study it at leisure if you haven’t already had an opportunity 
to familiarize yourself with it and to take any action on it that you 
may find appropriate. 

‘The second topic we would like to discuss today is this matter gf | 

ific documents which you have failed to furnish us. 

You will find on the table reproduced copies of recent correspond. | 
ence which you and I have had on this subject, and a staff memorgp. | 
dum briefly summarizing the purport of that correspondence, 

I am particularly concerned with the view expressed by you jy | 
your letter of November 20, and I think we should explore tha 
rather thoroughly today while you are here. 

The third area that we wish to explore is the matter of your ny. 
lationship to the Development Loan Fund. It is not entirely clear 
to us what are the mutual relations of the Department of State, the 
ICA, and the Fund, and, of course, your dual function as Under | 
Secretary of State and Chairman of the Board of Directors of the 
Fund leads to further questions and difficulties with regard to aid 

I hope in the discussion today the subcommittee may get a clearer 
picture as to what the various relationships are. 

Since in a discussion of these three topics, particularly the second | 
one, there is a possibility that matters may arise which should no | 
be made public, it was decided this meeting should begin in execu- 
tive session. After disposing of such subjects, the subcommittee may 
consider opening the hearings to the public. 

Now, let me suggest that you introduce the members of your staff 
by name, title, and function so that the reporter may get them on the | 
record. And if you have a prepared statement, we should be glad | 
to hear it. | 

Mr. Ditton. No, Mr. Chairman, I do not. I thought it would 
be better to just pursue the course you wished or the committe 
wished. 

We have already given the names of the people who are here to 
the reporter. 

This is Mr. Eric Hager to my right, the Legal Adviser to the De- 
partment of State. 

Mr. Harpy. If you have no prepared statement that you want to 
make, let us take these topics up one at a time. 


STATEMENT OF HON. C. DOUGLAS DILLON, UNDER SECRETARY 0? 
STATE; ACCOMPANIED BY ERIC HAGER, LEGAL ADVISER; 
ROBERT KRONES, SPECIAL ASSISTANT TO THE LEGAL ADVISER; 
JOHN LEAHY, CONGRESSIONAL LIAISON OFFICER; AND HARI 
PERRY, DEPUTY MANAGING DIRECTOR, DEVELOPMENT LOAN 
FUND 


Mr. Harpy. Are you familiar with the discussion that we had 
with Mr. Brand? I believe somebody from the State Department 
was there during part of those hearings. I didn’t know whether you 
were familiar with the discussion of this screening process we took 
up in some detail with him or not. It has presented considerable | 
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dificulty to us. I wonder whether we are going to have to live with 
that kind of a thing or whether we might be able to return to the 
ractice that we followed in previous inquiries, which was cer- 
tainly @ lot more expeditious from our point of view. ; 

We don’t like to provide any difficulties for the agencies, but this 
greening business that your people now go through before they 
jet our staff see a file presents some problems. Sometimes we have 
had some very serious delays, and, upon occasion, we haven’t found 
out what was actually in the file until a long time afterward and 
then it was sometimes by accident. 

] wonder if you care to address yourself to that particular problem 
Te enix: I think I would like to say this, Mr. Chairman: 
[ think there are a number of different aspects to that problem. In 
the first place, I have discussed the matter with Mr. Brand and I 
don’t pretend to be aware in complete detail of everything he said 
here on that subject, but after his hearing here, we had an op- 
portunity to talk together about it and about the general principle 
involved. 
mit is clear that the files of the Development Loan Fund in its 
earlier stages were not kept in probably as good order as one might 
have hoped and I think that is one of the benefits of this hearing 
and the work this committee has done. 

Mr. Brand tells me that they are now putting in a far better filing 
service and control there, so that this problem of not finding docu- 
ments and having them come up later will not arise again. 

Mr. Harpy. Mr. Dillon, that is not quite the point that is at 
issue here. All of us recognize the fact that sometimes our house is 
not in quite as good shape as we would like to have it from a house- 
keeping standpoint, and sometimes I have trouble in my own office 
finding files that I am looking for, so it isn’t too surprising when that 
happens in one of the agencies, but that isn’t the type of thing 
that we are talking about. 

In the case of DL.F—and we have had it in other cases—there was 
evidence of, I would almost say, deliberate suppression of information 
from the committee. Of course, that is accomplished through this 
prescreening process. 

The worst illustration of it was when Mr. Obst took it upon himself 
to exercise his own discretion in deciding what the committee should 
have made available to it. 

That is a very unfortunate sort of situation, I think, from the 
agency’s point of view. 

But there is another situation that developed also in this screening 
process. We haven’t discussed this in detail before, but I think | 
might mention it. It became pretty clear that an individual in DLF 
in the screening procedure decided there were certain documents 
which he would not let us see. I discussed this with Mr. Brand. It 
came up privately and not in the hearing last time and I don’t want 
to go into any great detail on it, but it does happen. And aside from 
the fact that it creates interminable delay, we are never able to be 
sure that all this information is actually made available. It doesn’t 
reflect on the agency head except insofar as his subordinates are 
usurping the authority which he thinks he is exercising. 
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We used to have a system under which our staff personnel wer 
given access to the files and in their review they made a determing. 
tion as to what documents they thought were pertinent to our inquiry 
and it was those documents that were then considered by the agenc 
and a decision was made as to whether they would be provided. 

But when we go through this other system, it is a tedious, time. 
consuming thing and it is surely mighty expensive for the agency, tog 

Mr. Ditton. The basic reason for this prescreening policy is the 
interest of third agencies in documents that may be in the Develop. 
ment Loan Fund files and what we are particularly concerned abou 
as you are aware, Mr. Chairman, is the existence in those files of docp. 
ments, information from State Department sources, State Department 
documents, which have been furnished the DLF in their original 
state as a practical and easy means of keeping them fully informed, 

Now, this gets over into the second matter which you wish to dis. 
cuss, but there are certain of those documents, or types of documents, 
which as a matter of Executive branch policy and State Departmen 
policy, we do not feel it is appropriate to furnish to congressional 
committees so, therefore, the prescreening is for the purpose of insur. 
ing that there is an opportunity for the third agency—the State De. 
partment in this case—to review those documents and see which oneg 
would fall into that particular category. 

The DLF does not make that decision on third-agency documents 
because it is a decision which has to be made by the originating agency, 
the Department of State. ; 

Mr. Harpy. Let’s talk about the “third agency” business first and 
then we will get into this other area, if we may. This subcommitte 
has jurisdiction over all of these agencies. State isn’t the only “third 
agency” that is involved here. Every one of these agencies with 
which we have been concerned is an agency that falls directly under 
your supervision. I can’t think of one that hasn’t come within your 
housekeeping. So we have to get right back to you and if we ar 
dealing with you, why are we concerned with a third agency proposi- 
tion? It isall one agency as far as I am concerned. 

So then we have to take the position that if we are looking at DLF 
stuff, I don’t know which hat you are wearing at that particular time, 
but we have to say that it is your own decision, that you have put in 
a so-called third agency rule when there is only one agency we ar 
talking about. Weare talking about your office. 

Mr. Ditton. Actually there are other agencies involved that I do 
not: have responsibility for, such as the Export-Import, Bank, for one 
Then it comes to a question of the Department of State. The ms 
terial that is in the DLF files from the Department of State is often 
quite different from that which the staff of the DLF, or officers o 
the DLF have developed on their own and we did not try to tell them 
what they should do about that. 

Mr. Harpy. Well, you are Chairman of the Board. 

Mr. Ditton. Yes, but as a matter of practice, I do not try to tel 
the President of the DLF that the DLF-originated documents should 
or should not be shown to this committee. 
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regard to the Export-Import Bank? Is it on direetion from the 
Export-Import Bank? _ Oe Aint, gi 

Mr. Ditton. No, certainly it doesn’t take direction from the Ex- 
port-Import Bank, but it has been our view that we will not get 
documents furnished to us, SO we will not get the information we need 
necessarily in the DLF, if such third agency people furnishing such 
information do not have the chance to state whether it should be 

r not. 
Re case of the Export-Import Bank, all their activities are un- 
classified, so there really is, I don’t think, any problems. 

Mr. Harpy. That was just exactly the point I was about to make. 

Now, the basis for your third-agency rule is a directive that refers 
only to classified documents, isn’t that right? 

Mr. Ditton. I would say that is correct, yes. 

Mr. Harpy. Since the Export-Import Bank documents are not 
classified documents, on what basis does DLF, or any other agency 
over which we have jurisdiction, attempt to apply the third-agency 
rule with respect to Export-Import Bank ? 

Mr. Ditton. We would not need to if we would get a blanket ap- 
proval from the Export-Import Bank to furnish all such documents. 
{am not aware, maybe we have such blanket approval. I don’t know 
whether they ask on individual documents or not. 

Mr. Harpy. Let me ask you this: On what basis does the third- 
agency rule apply to the National Advisory Council? 

Mr, Ditton. On the basis that the National Advisory Council so 

asts. 
oii. Harpy. Then may we understand that the National Advisory 
Council has asked the DLF to withhold its document ? 

Mr. Ditton. The National Advisory Council does not wish the DLF 
to make documents available without being advised in advance. 

Mr. Harpy. That doesn’t quite come within the understanding I had 
with the National Advisory Council people. 

Mr. Dirton. That is my understanding of the fact. It might be 
erroneous. 

Mr. Harpy. We micht as well clear that one up. 

Now let’s see: Is there anybody else who has been involved in the 
so-called third agency rule 

I don’t recall any other agency we had this with. We had it with 
Defense, but we were able to work that one out. 

Mr. Dillon, by what authority, since these documents are in your 
custody, would you have a right to withhold a National Advisory 
Council document ? 

Mr. Ditton. These documents that are within the DLF—you are 
talking about National Advisory Council documents / 

Mr. Harpy. That is right. 

Mr. Dixon. I would like to give you a thought-through answer on 
that because I have not consciously, myself, made any such decision, 
but regarding State Department. documents, I can answer your ques- 
tion, 

Mr. Harpy. I want to talk to you about that separately, but I think 
that, is another matter. 

This National Advisory Council business: We have had discussions 
with Under Secretary Upton, and Secretary Anderson about the with- 
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holding of National Advisory Council documents. I don’t think thers 
is any legal basis for it and it has just been a device used to hold usy 
I wouldn’t say it was deliberately used for that purpose, but that has 
been the effect of it. 

Mr. Mraper. Mr. Chairman, could I ask the gentleman a question 
just to clarify the situation in my mind ? 

Mr. Harpy. Surely. 

Mr. Mraver. Mr. Dillon, is there any formal document expressing 
this policy of the so-called third-agency doctrine ? ' 

Mr. Ditton. There are formal documents expressing the President 
view regarding the furnishing of documents to the Congress. It js 
under this general] authority that the State Department operates in this 
field. 

Mr. Harpy. I think there is an Executive order relating to classified 
documents. Now, this is aside from the so-called executive privilege 
doctrine. There is, I believe, an order that relates to classified docy. 
ments of athird agency. I believe that is correct. 

Mr. Driron. IT thinkitis. Iam notsure about that. 

Mr. Harpy. But it doesn’t relate to anything but classified doep. 
ments. 

Mr. Meaper. I don’t have the number of the Executive order, bu} 
T know President Truman issued an Executive order when Mr. Rogers, | 
as counsel for the Senate committee investigation, sought to get certain 
loyalty files. I have forgotten the date of that. I think it was 1949, | 
or something, but there was an Executive order issued by President 
Truman, and then during the Army-McCarthy hearings when Senator 
McCarthy sought to find out about some conference of high level | 
executive officials, President Eisenhower issued an Executive order on | 
that occasion. 

Now, are you referring to those two Executive orders as the docu- 
ments upon which this third-agency doctrine is founded? 

Mr. Dron. As far as the Department of State is concerned, no. 

Mr. Meaper. This problem must have existed ever since we have 
had a government, where one agency of government has had in its 
possession documents that originated in another agency of the govern. 
ment or documents which may have originated from private indi- 
viduals or business concerns. Or documents which may have origi- 
nated with a foreign government. But to my experience—and I must 
concede it is rather limited—until this development occurred, I had 
never heard of this so-called doctrine of third agency, that the agency 
possessing a document must first obtain the consent of the originator 
of the document before it can be furnished to a congressional com- 
mittee. And I don’t recall in these Executive orders to which we 
have referred any reference whatever to this so-called third-agency 
doctrine. 

Mr. Bray. I have just asked Mr. Romney to get a copy of the one 
Executive order. I have only found one Executive order on this 
subject and it deals with, as the chairman mentioned a moment ago, 
only classified documents. 

I wonder if the Legal Adviser could tell us if there is any other 
Government policy doctrine setting forth the third-agency rule, other 
than the one whose number I have forgotten, but I am sure he 1s 
familiar with it. 
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Mr. Hacer. I do not know of a specific document setting forth 
third-agency rule. 
~~ ear: Other than the one we are discussing. 
Mr. Hacer. Other than the one we are discussing. I will look into 
that and try to determine whether there is such a document. 
The following information was supplied by the Department of 


State :) 
During the hearing, the Legal Adviser of the Department of State was asked 
per there was any document setting forth the “third agency rule other 
_ he Executive order dealing with classified documents. The Executive 
_ catineel to during the hearing is No. 10501, effective December 15, 1953. 
in 7(c) of this order requires the consent of the originating department 
ncy before classified information is disseminated. Abe ; 
+ crxcent as otherwise provided by section 102 of the National Security Act of 
July 26, 1947, c. 343, 61 Stat. 498, as amended, 50 U.S.C. sec. 403, classified de- 
fense information originating in another department or agency shall not be dis- 
seminated outside the receiving department or agency without the consent of the 
originating department or agency. Documents and material containing defense 
information which are classified top secret or secret shall not be reproduced 
without the consent of the originating department or agency. ‘ 

This provision has been interpreted by the executive branch to require the 
Development Loan Fund to obtain the consent of the originating department or 
agency before disclosure to congressional subcommittees of classified documents 
originating outside the Development Loan Fund. There appears to be no execu- 
tive order or regulation of general applicability setting forth the third agency 
rule as to nonclassified documents.* 

Mr. Hacer. I would like to say in answer to Mr. Meader’s question, 
as I think they are interrelated, that what we are discussing here is, 
of course, the doctrine of executive privilege. 

Mr. Harpy. I didn’t know we had gotten to that, yet. 

Mr. Hacer. Well now that underlies certain 

Mr. Harpy. Now, you are interpreting executive privilege. I will 
put you inaclass with Mr. Obst. ; 

Mr. Hacer. Sir, I am speaking on a legal issue. We are discussing 
executive privilege. The third-agency doctrine is——_ 

Mr. Meaper. I would like to keep it to the one principle of admin- 
istrative consent on the originating document, whether it was in the 
executive or from a private individual. 

Let me ask first, has this third-agency doctrine ever been extended 
to a document originating outside the Government—let’s exclude 
foreign governments. I am sure it has been applied there, but where 
you have a document prepared by a person having no connection with 
the Government whatever, but filed with the Government, in connec- 
tion with Government business, have you ever adopted the principle 
that the consent of that person originating the document must be 
obtained before a congressional committee can have access to the 
information ? 

Mr. Hacer. I don’t know the answer to that question, sir, but 
there are examples where Presidents in our history have refused to 
make available files that contain documents originating outside of 
the Government. 

Mr. Meaper. I see you insist on going to this underlying question 
of executive privilege and not confining yourself to this third-agency 








?The committee notes that this reply by the Department of State is not responsive to 
the question as to whether the so-called third agency rule should be applied as between 


the Department of State and the International Cooperation Administration, since the latter 
is a division within the former. 











478 DEVELOPMENT LOAN FUND 


doctrine. I would like to get that out of the way first. I would lik 
to find out when this third-agency doctrine originated. 

We have had Government for a long time, but I never heard aboy 
it until this controversy arose. 

I would like to know whether the Defense Department has eye 
applied that doctrine, or any other department of the Governmey 
because I never heard of it until it arose in connection with our effg, 
to get information from the DLF. 

And it, frankly, appears to me as a kind of a time-consuming stal} 
ing device. 

Mr. Hacer. The reason I raised the question of executive privilem | 
was that the third-agency doctrine and the former are connected, - | 
Mr. Mraper. Executive privilege, if it is valid, applies whether j 
is a third-agency document or not. And presumably, the executiy 
privilege according to some people’s interpretation of it—and 9 
course, I don’t agree there is any such thing—could deny Congres 
anything, no matter where it originated. | 

I was trying to get away from that, so that we could look at this 
third-agency doctrine, because if there is a foundation for it, if ther | 
is some document, I would like to see the document. 

I might say, just as an example, in the Truman committee day 
when Senator Truman was a chairman of that committee, it happened 
that an officer in the Navy Department, a Commander Corrigan, 
had carried on a private industrial consultant activity at the sam 
time he was managing Navy contracts. He had written some letter 
and had rather incriminating documents in his possession in the Navy 
Department. 

The Truman committee had sought to obtain that information 
and had had a working arrangement, they thought, with the Navy, 
to provide all relevant information that the committee desired, 

But when they discovered these incriminating documents, Admin] 
Gatch immediately took them over to Attorney General Biddle and 
I remember sitting in an executive session where that question was| 
very thoroughly gone into and I think it resulted in the committe | 
getting the documents from the Justice Department, even though | 
they were Navy documents, and I never heard the question of third. 
agency doctrine raised in that connection. 

Asa matter of fact, President Truman, when he was a chairman of: | 
committee, was just as vigorous in upholding the prerogatives of 
the Congress as he later became in upholding the prerogatives of th 
Executive in denying the prerogatives of Congress. 

And at least on one occasion—I think on more—the chairman d| 
the committee, Mr. Truman, Senator Truman, actually causal 
subpenas to be served upon the Attorney General of the United States | 

It may be that that will have to be done again, because it seem 
to me this tendency to deny congressional committees access to i 
formation about the public business which they need to make inte | 
ligent decisions, or to give them screened material, or a half story | 
or a slanted story, has gone so far that somehow if Congress is really 
to discharge its function, it has to thresh that issue out one way ®& 
the other. And I would still like to say—I didn’t mean to make # 
long a speech as this, but I would like to keep to this third-agenq 
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legal theory Congress is denied access to information simply because 
the document originated in some other department of the Government, 
or outside of the Government, than the department from which Con- 
gress seeks the information. 

Mr. Hacer. Well, sir, I do not know exactly when or where the 
third-agency doctrine originated. vis oF fe 

I do know as I said earlier, there are occasions in history—I think 
quite far back and I could look them up for you, sir—where the Pres- 
‘dent refused to make available to Congress é 

Mr. Harpy. That hasn’t a thing in the world to do with the third- 
agency doctrine, and you know it. — ' 

Mr. Meaver. If you can cite an instance where a President refused 

request of Congress for a document on the ground that it originated 
somewhere else and he had to get the consent of the originator before 
he could furnish it to Congress, that, I think, would be relevant. 

I would like to see any such instance. I don’t think the President 
has done it on that basis. He has just said, “I don’t think it is in the 

ublic interest to give this information to Congress”, wherever it 
originated, and let it drop there. 

Mr. Hacer. A refusal by a President to make available files con- 
taining information originating outside of the Government in investi- 
gations or otherwise is an example of information originating outside 
of the Government—and I am sure there are such examples, I will try 
and find some—which the President has refused to make available to 
Congress, for the reason that it would reveal the source of the infor- 
mation, and it might make it difficult, if not impossible, to obtain such 
information from other sources. 

There is the only answer I can give you at this point, on informa- 
tion or documents originating outside of the Government, which I be- 
lieve is part of your question. 

Mr, Harpy. That third-agency proposition is not a matter of denial 
at that stage, and I think we are getting a little bit off base here. 
When you apply executive privilege to it, Mr. Hager, you are just 
as far off as you can be, because it hasn’t anything to do with it. Be- 
cause it isn’t a denial of information and certainly you ought to know 
it. It isa delaying proposition. Not a denial, because it is a matter 
then of going up to the other agency. 

And I would try to expedite these matters here, Mr. Secretary, to 
see whether or not. we could accomplish a little bit more in the amount 
of time we have and maybe we can save a little time for the agencies 
involved, also. 

That is the purpose here. I don’t know where this third-agency 
rule originated. I haven’t any idea where it originated, but whoever 
started it certainly accomplished a typical bureaucratic performance 
of delaying what is necessary to be done. 

Now, I don’t believe we are getting very far on that, but I think 
we are going to have to find some way to speed this thing up. I 
think maybe we ought to make this inquiry: In connection with 
the agencies that are under your jurisdiction, that the subcommittee 











‘The only examples presented by the Department of State were those dealing with 
information procured from confidential sources in the course of police or security-type 
investigations such as the Federal Bureau of Investigation. ‘The right of police and 
intelligence agencies to protect confidential sources is well recognized and has a firm basis 
in public policy, and it is not in the least germane to the richt of the Congress to obtain 
information respecting the operations of the executive branch. 
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is concerned with, in the course of examination of the records of 
those agencies, isn’t there some way that we can get automatic cle. 
ance without having to go through all this third-agency business? 

Take your case of the Export-Import Bank: By what authory 
does DLF withhold information on the Export-Import Bank and 
make us go back to them to get it? It is in your file. What js the 
authority for doing it? 

Mr. Ditton. You asked me originally about agencies that we | 
under my control 

Mr. Harpy. Let’s take ICA documents. How about that? Is then | 
any reason why we have to go to ICA to get clearance on ICA doy. 
ments that are in DLF files? 

Mr. Dron. ICA is a part of the Department of State, go thy | 
overall policy of the Department of State applies to ICA as wel] y 
it does to the rest of the Department of State. 

The view of the Department of State is that DLF as such ig ng | 
competent to decide in what cases it would be necessary to use, to ip. | 
voke the executive privilege. It is the desire of the State Departmen 
to invoke that just as few times as possible and to make available th 
maximum information to the Congress, which has been said repeated) 
by the President and other members of the Department of State, 

Therefore, they, themselves, are the only people who are competent 
to know the foreign relations problems involved in particular doc. 
ments. And that is the reason that it is necessary for the Department 
of State to screen State Department, including ICA, documents tha 
are in the files of the Development Loan Fund. 

The only alternative would be just to not provide them with that 
information, which would grossly impede their operation. 

Mr. Harpy. In this case, then, State Department reserves complete 
control over reviewing and determining whether the committee wil 
be furnished with information on related ICA documents which ar) 


in DLF files. Isthat right? 











Mr. Ditton. This is not any attempt to hold back information. It) 


is just the necessity of holding back certain documents in certain| 
cases where the information, itself, may be vital, but in many cases, 
it is the mere fact of disclosure of a certain conversation with a for. 
eign country or a representative of a foreign country outside the 
executive branch that would be damaging to the conduct of foreign 
relations. 

The mere fact that a practice was made of that is not the substance 
of what is in the conversation. 

Mr. Harpy. When the committee is examining ICA files, does State 
have to clear those files before we can see them or does ICA clea 
them ? 

Mr. Ditton. ICA is now a part of State so there is really not mud | 
difference. ICA used to be a separate agency. Now they area por | 
tion of the State Department. 

Mr. Harpy. Well, I confess this relationship is something a littl 
difficult to understand, but there have been times, it seems to me, tht 
documents in ICA files which originated in the State Department 


couldn’t be released by the individual in ICA who was handling the | 


rest of the file. 


Mr. Drton. That may well be; yes. 
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Mr. Harpy. So then asa matter of authority within State, you are 
going to include ICA in the State family. me 

Mr. Dion. That is correct. The final authority is, of course, the 
Secretary of State, but as a matter of practice, these problems are 
correlated and handled administratively through the Office of the 
Legal Adviser. : i 

r, Harpy. So you actually have a third-agency rule applied 
within the State Department, itself? 

Mr. Don. Except that we are all one agency, that is correct. 

Mr. Harpy. If we pick up an ICA document in the examination of 
a DLF file and it refers to a document originating in some branch 
of the State Department outside of ICA, then the ICA might be able 
toclear everything except that little piece, even though it is an agency 
of State, itself. ‘Then it has to go back to somebody up at the higher 
level to get authority to release that ? +3 

Mr. Ditton. The same thing would be true within the State De- 

artment between two regional bureaus. There might be a telegram 
containing information which, as far as the European regional bureau 
was concerned was not of import and could be released and made pub- 
lic, but it might also contain information that the Bureau of Far 
Fastern Affairs would think would be extremely damaging, so there 
has to be a correlation of the elements of the State Department and 
that is done in the Office of the Legal Adviser. 

Mr. Harpy. Let’s get back now for a moment to this other aspect 
of the clearance problem. Take the case of the Export-Import Bank, 
the application of the third agency rule for the Export-Import Bank 
and agencies like the National Advisory Council. Do we understand 
there is no statutory authority for withholding those documents from 
the committee and applying the third-agency rule? 

Mr. Ditton. I think this is something that we will have to look into 
regarding the National Advisory Council and furnish you this in- 
formation. Also the Export-Import Bank may come under the doc- 
trine of executive privilege. I don’t know what the answer is to those 
two. We will look into that and furnish you with a memorandum. 

(The following information was supplied by the Department of 
State :) 

Members of the subcommittee indicated during the hearings that they would 
like to be advised of the practices of the Export-Import Bank and the National 
Advisory Council on International Monetary and Financial Problems with re- 
spect to the principles of the so-called third agency clearance. 

We have been advised by the Export-Import Bank that it has had limited 
experience with requests by other agencies for permission to disclose Export- 
Import Bank originated documents to congressional committees. In the ease 
of the study of the Development Loan Fund currently in progress, the Export- 
Import Bank advised the Development Loan Fund that all documents originated 
within the Bank could be disclosed to the subcommittee without referral to the 
Bank.. The Development Loan Fund has acted accordingly.’ 

We have been advised that the practices of the National Advisory Council on 
International Monetary and Financial Problems in this regard, and with par- 
amet reference to the current study of the Development Loan Fund, are as 

“It is the established policy of the National Advisory Council to provide the 


— with the fullest possible information consistent with the national 


TS 
*The committee notes that although this is the current practice, it was not the practice 
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“It has been the practice of the Council to make available to congressiong) 
committees upon request, after consultation with the originating agency, com. 
munications addressed to the Council requesting consideration of a proposed loan 
or other transaction, and the action paper of the Council on the matter. 
practice the consultation with the agencies concerned has not océasioned 
delay. 

“It has also been the practice of the Council to consider individual request 
for other types of NAC papers, in consultation with the agencies concerned and 
in the light of the established policy mentioned above. Following such considers. 
tion representatives of the Chairman of the Council consult with represents. 
tives of the committees as to the appropriate action to be taken. 

“These practices were followed by the Council during the recent subcom. 
mittee inquiry into DLF operations.” * 


In 
any 


Mr. Harpy. See how far you can stretch the Constitution in the 
minds of your legal advisers. 

Mr. Ditton. I think this is peripheral to our main difficulty but | 
think we can clear these two up. 

Mr. Harpy. We will kill an awful lot of time for us and some of 
your people, too, and it is about time we found some way to avoid it, 
We didn’t used to have it. It used to be that the files would be made 
available to us and after our staff made a decision as to the relevant 
documents if there were other agencies’ documents involved, where it 
was thought there was some reason they ought to be cleared first, that 
was done. This current operation has been an interminably tiring 
proposition. 

Do I understand you will have your legal talent look into this mat- 
ter and see if we can’t clear this thing up so that we can get it ona 
commonsense basis and stop going around through all this maze of 
redtape that your boys over there can provide? If we can do some. 
thing like that it would be very helpful. 

Mr. Ditton. We will do our best to find what the right answer is 
that would be mutually acceptable regarding Export-Import Bank 
and National Advisory Council. 

Mr. Harpy. Do you recall any other agencies? 

Mr. Reppan. No. 

Mr. Harpy. There is one other aspect of this whole thing. I don‘ 
know what we can do about this, but applying the third-agency rule 
within the State Department on some of these things relating to ICA, 
or coming out of DLF, I don’t know what is the matter with your boys 
over there, but it takes them forever to decide whether or not they are 
going to let us see this stuff. 

Mr. Ditton. That shouldn’t be the case. 


Mr. Harpy. It is and if you can do anything about that we will | 


be grateful to you. 

Mr. Ditton. We will be glad to do that. 

Mr. Bray. As a practical matter it takes 8 to 10 times as long to get 
something from State as it does the ICA and the others. 

Mr. Dirion. I should think that would be in the Legal Adviser’ 
purview. We will try to work out something with your staff to ex- 
pedite this thing. There is no reason why they should take that long. 

Mr. Harpy. If you would help your legal advisers to approach 
this from a standpoint of being cooperative with the Congress i 


2The committee notes that the meaning of this somewhat obscure language is, and the 
practice is, that the committee must consult directly with the NAC concerning each NAC- 
originated document. NAC has not ©o far refused to disclose any document requested by 
the committee, and it is therefore difficult to see why this cumbersome administrative 
practice must continue. 
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stead of trying to find some legal basis to withhold it, I think it might 
speed this thing up. 1 

Mr. Dixon. I think they have every desire to be. cooperative. I 
don’t think we were aware that there was this much difference in time 
as your staff member says. We will try to expedite the answer. 

Mr. Bray. Part of the problem is, that in the Development Loan 
Fund or ICA it is generally possible for us to work with one person 
who has some authority over these documents, at the present time, Mr. 
Grant in ICA, and Mr. Loomis, in the Development Loan Fund. 

When we deal with State, the document must be cleared by a multi- 
tude of people. — This might be a function of State organization, I 
don’t know, but it does involve a lot of wasted time for your people as 
well as ours. : : 

Mr. Dixon. Well, sometimes documents, as I say, might refer to 
two geographic areas, so they need two — bureau clearances. 
[ think there may be an unnecessary multiplicity of clea "ances within 
each bureau. We will take a look at that and see if we can’t estab- 
lish something, some mechanism which would speed this up. I see no 
reason why it couldn’t be possible. 

Mr. Meaper. Mr. Chairman, this suggests to me a subject. that has 
long seemed to me to be one very fruitful inquiry by a committee such 
as ours Which is concerned primarily with economy and efficiency. 

I recall when Bob Lee, now an FCC Commissioner, was a staff 
member for the Appropriations Subcommittee, headed by Represent- 
ative Stevens, I believe. 

He went down to the State Department, put his hand in the mail- 
pouch bringing in the incoming mail and grabbed out a letter at 
random. He hand-carried that letter around to the various desks 
and offices and from one building to another and it took him 2 days 
to hand-carry that letter around and have it processed right while he 
was standing there with the various clearances and procedures that 
the State Department regulations required. The transaction involved 
a letter and a check and the check went one direction and the letter 
went another direction. It went to the code room. And all that 
happened was that, I think an airline wanted to send some money 
to an agent in Budapest to get back here. I think he described some 
38 or 40 separate individual procedures. 

Now, the reason I say that might be a fruitful area of inquiry, one 
of the most. expensive things in a Department such as the S‘ate Le- 
partment that. doesn’t let a lot of big contracts to outside business 
firms, is man-hours and the cost of man-hours, and to the extent that 
procedures are unnecessarily cumbersome and involved and require 
more clearances than are reasonable, it not only runs up the cost to the 
taxpayers in the wages paid to those people performing useless serv- 
ices but more important than that it may delay important decisions 
and actually harm our relations with other governments or our offi- 
cial activities. 

Mr. Harpy. Mr. Meader, are you suggesting that the subcommit- 
tee might consider making an analysis of the administrative proce- 
dures being followed over in the Department of State? 

_ Mr. Meaper. If it is true that just the mechanical matter of clear- 
ing a document for presentation to the committee—and my own view 
is that there ought not to be any time involved in that 
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Mr. Harpy. You know it might be a very fine thing to do. Hoy 
many staff people do you think it would take to do it 

Mr. Mxaper. If it takes 10 times as long, as our counsel sayg, jy 
clear a document in the State Department as it does to clear One in 
ICA, that may simply be an indication that the State Departmey 
procedures generally are too cumbersome and involved and that th 
real thing that is worth looking at is what can be done to streamline 
them and speed them up and eliminate the crustaceans that may hay 
attached themselves to the State Department mechanism over th 
years. 

Mr. Harpy. Maybe that should be our next major undertaking, 

Mr. Ditton. This is something that is certainly always a major 
problem and will always be with us. I know that they are constantly 


struggling with this. I don’t think this is true in all actions but sing | 


it has been brought to our attention we will try to correct it, but lj 
I can say is it is not unique tothe State Department. During the wa 


I had an experience for a few months in the then Bureau of Aerongy. | 


tics in the Navy Department, working for the Chief of it, trying to 


expedite their administration and we found it took four times as long | 


for a letter or a piece of paper to get from one room across the corr. 
dor to the next room to an officer sitting over there as it did to get 4 
letter to come from San Francisco to the Navy Department. So itis 
the same sort of thing. We have had it since the beginning of time 
but we have to fight against it. It is a very important thing and] 
agree entirely with you. 

Mr. Harpy. Maybe we should help you fight against it. 


Mr. Ditton. If you would, I think that would keep you fairly busy | 


for quite a period of time. 

Mr. Meaper. Mr. Chairman, before you go on to your next point, 
I want to ask Mr. Dillon if he could possibly project himself into the 
position of one of the members of this committee. I would like to 
know whether you believe, Mr. Dillon, that it is important for Con 
gress to have information about the conduct of the public busines, 
You don’t doubt that we do have a right to information about hoy 
public funds are spent and public authority is exercised, do you? 

Mr. Ditton. No, sir. I believe the Congress should have all the 
information they desire compatible with interests of the Executire, | 
It is unfortunate that there should be two differing interests then 
at times and it is our effort to work together with the committee in 
every way possible to minimize that. But this problem, as you said, 
has been going on for a long time, ever since George Washington. It 
started when he was President. The first difference in the foreign 
affairs field between giving information to the Congress by the Exect- 
tive, and George Washington refused it and there was a very big rov 
in the House at that time. 

Mr. Meaper. I can sympathize with the problems of an official in 
the executive branch of the Government, particularly in the State 
Department. I think there are areas of information which, while! 
will not concede they are inaccessible to the Congress, that the Con 
gress in its discretion should refrain from seeking information 1 
those areas. 

Now, I wouldn’t for a moment suggest that Congress couldn't, iftt 
thought it was necessary, obtain information about conversations bt | 
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tween our Officials in the State Department or the Diplomatic Serv- 
and officials of foreign governments. Particularly where the ques- 
tion seemed to be requiring exploration and was one possibly of some 
wrongdoing or lack of protecting the interests of our Government. 

I would say that a congressional committee should have access to 
information of that kind, but I would also say that by and large, I as 
a Member of Congress would prefer not to have knowledge of con- 
fidential material developed. in conferences between our officials, our 
diplomatic officials and officials of foreign governments. And I am 
not so sure that isn’t involved right in this case. _ 

I think that if we did have access to that information we would have 
to respect the classification that the document might bear. If it is 
secret or confidential, and in that sense I think the committee might 
have its hands tied in commenting, where its comments might be based 
on other nonclassified evidence to which it had access, which would be 
only corroborated by the confidential document. And I can see from 
our own point of view why we should refrain sometimes from asking 
for information. Not only on the basis of the general public interest 
and the encouragement of free and frank discussions between officials 
of governments but also because it might actually impede the com- 
mittee’s coming to its own independent conclusions to have matter in 
its possession which it could not use because it was of a classified 
nature. 

But I would like to follow just one more step, Mr. Dillion, because 
[understand you do agree Congress has a legitimate right and perhaps 
even an obligation to inform itself about public expenditures and the 
exercise of the authority: Doesn’t it necessarily follow that the Con- 
gress should have complete and accurate information on those matters 
of public expenditure and exercise of public authority? 

In other words, what I am saying is, Congress should not be in the 
position of accepting a slanted or prepared story. It ought to have 
the right in its own judgment to determine whether it knows all the 
facts and the facts are accurate. It should not be limited to accept- 
ing only those representations that an executive agency might want to 
make. 

Mr. Ditton. I agree that is a very difficult problem. Certainly 
Congress from its point of view does require whatever information it 
thinks necessary. It is a coordinate branch of our Government. On 
the other hand, as the President has pointed out, personally, this is an 
inalienable constitutional right of the Executive to decide when it is 
in the national interest to withhold certain types of documents, or 
certain types of information which he can’t alienate from himself. 

I don’t know whether this problem has been decided on a very clear- 
cut basis at any time by the Supreme Court or whether it has ever 
been taken that. far but I know the Supreme Court has had some 
obiter dicta on this subject. It is a very grave constitutional question. 

Mr. Mraper. The Congress’ right to obtain information from the 
executive branch has never been passed upon by the Supreme Court. 
The Court has repeatedly affirmed the Congress’ right to get informa- 
tion from a citizen and my feeling is if it can go into the private 
affairs of a citizen it certainly ought to be able to go into the affairs 
of the public, things in the hands of people who are trustees of the 
public power and public moneys. 
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Certainly public information and the discharge of the functig, 
by public servants should be open to Congress. : 

I say the Supreme Court has upheld the investigatory power of th 
Congress and there has never been a decision that cites any s0-calle 
executive privilege in the executive branch of the Government and | 
think that is simply a figment of the imagination which some ; 
genious attorneys have manufactured out. of the atmosphere, 

But I didn’t want to get into this legal debate this morning bee 
I don’t think this is perhaps the place to settle it, but I was j 
ing to see if there wasn’t some way that this committee oul ore 
upon a comity, or a working basis to expedite the factfinding agtiy, 
ties of this committee without in any way impairing the functioning 
of the executive branch of the Government and it seems to me that We : 
are entitled not only just to what information an agency may want 
give us, but we are entitled to and have the obligation to pass our own 
judgment on whether that information is accurate and complete. Anj 
if Congress is to be relegated to the position of accepting only a self. 
serving statement on the part of an agency, screened and slanted ae: | 
cording to its own desires, then I say that Congress is in a bad position | 
to represent the people of the United States in determining publi 
policy. I don’t know whether you are a lawyer or not, Mr. Dilloy 
but . 

Mr. Ditxton. No, I am not. 

Mr. Meaper. I always think back to the time when Clarence Day. 
row said, “Let me write the facts and anybody can make a decision,” 

And if the agencies can prepare a half truth or a statement whid 
they may sincerely believe is correct, and complete, and the Congres | 
is denied the opportunity to check its accuracy or completeness, then] | 
think we are in a Very, very inferior position and unable really t 
determine national policy on a sound foundation. 

I wonder if you don’t agree with that. 

Mr. Drixon. I think it isa practical problem. As I said, I do agre 
Congress needs whatever information it desires. It has the right to 
make up itsown mind. But certainly the executive branch at least a 
presently constituted under President Eisenhower, believes that it has 
a constitutional duty and right to decide when it should release ani 
should not release certain information, taking the overall rule of the | 
national interest which the Executive feels or President feels is his 
responsibility. 

This applies peculiarly to the Department of State where in the 
Constitution the President has very particular, as I understand it, 
sponsibilities. The conduct of foreign relations is his specific job, 
which therefore makes the Department of State, which is his means of 
carrying this out, somewhat different from the other departments and 
agencies of the Government in this business. 

Now, we have tried to, as a practical matter, give your committee— 
and we will continue to try—the maximum of information. The only | 
things that we are talking about here are four occasions upon which! 
personally talked to high officials of foreign governments and they 
talked to me and it is the feeling of the Secretary of State and the De 
partment of State, that release of such information—a procedure by 
which such information was known to be available on demand to con: 
gressional committees would make it very difficult and would gravely 
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impede the conduct of the foreign relations of the United States, which 
is the President’s prerogative. : 

We are not trying to hide any pertinent information and we are not 
withholding documents because they have in them in one case informa- 
tion which we think is pertinent and the other not. 

Mr. Harpy. You are the only one making that determination. You 
are making a unilateral determination that you are not concealing any- 
thing that we have a right to know, or that is necessary for us in the 
conduct of our affairs. And I don’t think you have any more right to 
make a determination as to what we need than we have a right to tell 
‘ou what you should do in the carrying out of your responsibilities, 
which I am not trying to do. We are certainly not going to inject 
ourselves into the making of administrative decisions. Wenever have 
done it and we are not going to get into that. But on the other hand, 
when we have reason to believe that there is certain information in a 

articular document which you have issued that bears on the expendi- 
ture of funds and causes those funds to be expended and you refuse to 
give it to us, why it makes me sit up and take notice. 
~ Frankly, I don’t think you have any logical basis upon which to do it. 

The Constitution does give to the executive branch of Government 
certain wider range of latitude in the conduct of foreign affairs than 
in some other areas, But it also gives to the Congress the complete 
authority over the appropriation of funds for the conduct of those 
affairs. Now, that is exactly the reason that I tried to get through 
this amendment to the foreign aid bill and I will try to do it this year— 
I may not have any more success than I had before but I hope I do. 
Certainly it went through the House and there was no doubt about 
the attitude of the House in connection with it. Now, here is where I 
think that would get us: We still would be in something of an impasse, 
probably, but the executive branch would have an alternative. It 
could either advise the Congress in an area where the Congress felt it 
had a basis for believing it had something it needed to know, or it 
couldn’t spend. 

There would have to be a meeting of the minds and an accommoda- 
tion. I think personally it would be a bad situation if the Supreme 
Court made a decision, and there was a finding here that either it had to 
be made available or that it didn’t have to be made available. I think 
we would be ina bad shape. I think we are in an area where there has 
to be accommodation between the two branches of Government if we 
are going to operate on any sensible basis. 

Now, let’s get to the specifics that we are talking about: There are 
four documents, which we believe were key factors in the granting of 
certain loans. You have withheld them. Ordinarily I take the posi- 
tion Mr. Meader does, that there are a lot of things that happen in the 
conduct of foreign policy that I would prefer not to know about and 
certainly we want to be discreet in what we ask for, but when we have 
reason to believe that these documents relate directly to the granting of 
a loan, to the expenditure of appropriated funds, to have them denied 
to us it seems to me is an insult. 

Mr. Ditton. It wasn’t intended to be. 

_ Mr. Harpy. I didn’t expect you to say it was intended to be. That 

isn’t the point. You are withholding information that we have reason 

to believe is significant to the matter with which we are specifically 
48437—60——32 
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charged by law to look into. Now, I don’t know what we will do aboy 
it, but I am going to promise you this: I am going to try to write jp the 
bill again this year language that will force it, and I hope that we Won't 
be in that impasse again. But I haven’t any way at all to know thy 
there isn’t something very significant in these documents. The mgt. 
ter of public disclosure was never involved, but simply classified 
disclosure to this subcommittee. 

Mr. Dutton. I recognize that, but this comes back to this bagi 
problem, Mr. Chairman, of conduct of foreign relations and cer- 
tainly every time the Secretary of State or a high officer of the Stat, 
Department or an ambassador of ours talks to a high officer of , 
foreign government, and the foreign government is aware that what. 
ever is discussed at that meeting, the verbatim transcript or the memo. 
randa of conversation will be available to any congressional com. 
mittee outside the executive branch at any time they may desire it, 
it is the considered view of the executive branch that that woul 
gravely impede the President in the conduct of his business. 

Mr. Harpy. In the first place, how does the foreign governmen 
know it unless the State Department tells them? 

Mr. Ditton. I think they would become aware if that was regular 
practice. 

Mr. Harpy. In the second place, is there any reason why we should 
deal with a foreign government on a basis different from the way 
they are dealing with us? ; 

In your dealings with these particular countries, actually are not the 
people with whom you are negotiating members of the legislature! 

Mr. Dirtzon. Not always. They may be ambassadors. You mean 
in a parliamentary government—— 

Mr. Harpy. That is right. 

Mr. Ditton. That is one of the problems of our form of govern- 
ment—— 

Mr. Harpy. That is right, so automatically the parliament in that 
country has access to the information which you are refusing to give 
to us. 

Mr. Drtxon. In a parliamentary government I will agree that there 
is a difference. This question of executive privilege would not seem 
to arise, although there is a question of whether a government gives 
certain things to the parliament asa whole. I know that comes up ina 
parliamentary government. 

Mr. Harpy. Do you provide it to the country as a whole when you 
give it to this committee? 

Mr. Ditton. No. 

Mr. Harpy. When you discuss it with the Prime Minister of Britain, 
he is a Member of the Parliament. You are giving his Parliament 
access to information which you deny to your own. 

Mr. Ditton. We have a different form of government and I think 
we all think it is a better one, but there is one of the cases where ther 
is.a difficulty. 

Mr. Harpy. My point is simply this: You are basing your refusal 


upon a weakening of your relationship with these other countries. | 


Mr. Ditton. That. is correct. 
Mr. Harpy. You are conceding now the secrecy on your behalf 
which you are not requiring of the other fellow. So that. is the kind 
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do about of basis on which we are doing business with the foreign government. 
ite in the We are giving them an advantage? 


We won't Mr. Ditton. No, we are giving them no advantage. 

now that Mr. Harpy. India is a parliamentary government, isn’t it? 

he mat: Mr. Ditton. That is correct. 

classified Mr. Harpy. So in this matter with which we are here concerned, in 


discussions relating to the Prime Minister of India, you have made 
his basic available through him to the Indian Parliament information which 
and cer- Soy have denied to a committee of the Congress of the United States. 
he State ‘And you are willing to st and on that ? 


cer of Mr. Duton. That at the moment is the policy of the executive 
at what- ranch. wir 

le Memo. Mr. Harpy. How long will it take to change that so we can be on 
1al com an equal basis ¢ 

lesire it, Mr. Ditton. It has been true since the time of George Washington 


it would and hasn’t been changed yet. 

Mr. Harpy. Is it your opinion that the Parliament of India is 

ernment —ntitled to information about their negotiations with us, but the Con- 
oress of the United States is not entitled to the same information as 
‘regular tp our negotiations with India? 

Mr. Ditton. I have no information on what the Parliament of 
e should India is entitled to. Weare only talking about relationships between 
the way the executive and the legislative in the United States. 

Mr. Meaver. Well, let me ask you this, Mr. Dillon: First of all I 
enotthe —_pelieve that most of the people who deal with our Government—I am 
islature! speaking about foreign officials, either in this cabinet or in their 
Ou mean diplomatic service—are not so uninitiated that they aren’t aware of 

our form of government, and the important role that the Congress 
plays in that Government. 
sovern- Let me ask you this: Can you give any instances where there has 
been something less than complete candor on the part of an official 


t in that | negotiating with the Department of State, or the Diplomatic Service 

5 togive | on the ground that the information might be accessible to the Con- 
gress? 

iat there | “Mr, Ditzon. I think they are all aware that the verbatim tran- 


not seem 


scripts of what they say and the exact time they say something are 
nt gives 1 
8 


not made available to Congress. They certainly would present grave 
Supima problems if they thought that would happen. 
Mr. Harpy. Do you suggest to them that they not make them avail- 





‘hen you | able to their parliament ? 
Mr. Ditton. No; I would think it might be useful in this connec- 
we tion to give this committee a report on what the parliamentary prac- 
Britain, | tice is in other countries because I am sure there are rules where this 
rliament type of information is very closely held in the same way. I am not 
., | aware of them in detail. The probe of the legal situation in parlia- 
I think _ mentary forms of government 
sre there | == Mr, Mraper. In your own discussions with these officials of foreign 
nl governments have you restricted them giving it to their parliaments? 
; 


: Mr. Ditton. No, because they do not make it available. It never 
ountries: | comes out in debates. I don’t know what this 
Mr, Mraper. You are speaking now of it coming out in debates, 
r behalf} which means the publication—making available to the general public 
the kind | the information. I thought we weren’t talking about that at all. 
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Mr. Ditxon. In the case of the Government of the United Stat 
is a different form of government. 

Mr. Meaper. Let me ask you this rather bluntly, Mr. Dillon: Is your 
position based upon a lack of confidence that this committee wil] ». 
spect the classified nature of documents ? 

Mr. Diiton. No, sir, not at all. I think the simple thing is tha 
you are taking one comparison and we can just as well take the Other 
comparison: In parliamentary form of government the parliamey 
itself through the Prime Minister is responsible for the conduet of 
foreign relations. In the U.S. Government by the Constitution it is 
the Executive that is responsible and not the Congress. So therefoy 
there is a basic difference. 

Mr. Harpy. But, Mr. Dillon, the basis upon which you denied us this | 
information was that you would lose the confidence of foreign govern. 
ment officials and that they would be inhibited in their future diseys 
sions. 

You will be inhibited in your future discussions because they won} 
talk as freely with you, but you are talking as freely with them and 
they are members of their parliament. 

Mr. Ditton. There is no difference between the executive and the 
legislative in their government. Here there is a difference and (Cop. 
gress is not. responsible for the day-to-day conduct of foreign affairs 
which is the sole responsibility under the Constitution of the President, 

Mr. Harpy. It seems to me you have an awfully weak crutch ty | 
stand on, on that. You are willing to concede to them an advantage 
which—maybe our negotiators are not as able as theirs are. I don} 
know what it is, but it certainly is a strange situation. 

Mr. Meaper. Let me ask this, Mr. Dillon: Doesn’t the State De. 
partment often brief the Foreign Affairs Committee of the House, and 
the Foreign Relations Committee of the Senate and the respective Ap. 
propriations Committees that may deal with the field in which the 
State Department is interested, on a classified basis, with various prob- 
lems encountered in negotiations with foreign governments, and in| 
such briefing inform these committees of discussions with foreign | 
officials ? ; 

Mr. Ditton. We do brief them. We do talk about the general con- 
tent of discussions we have had without ever pinpointing these things | 
We do not furnish and have never been asked to furnish documents | 
of the type we are talking about here. Now, I am perfectly willing 
io discuss with this committee all the general problems in th 
same way I would do it with the Foreign Relations Committee regaré- 
ing these documents, but the point here is that there apparently is: 
greater degree of confidence in the operations of the State Department 
by those Appropriations and Foreign Affairs Committees because they 
accept our briefings as factual and don’t ask to see the verbatim | 
transcripts- | 

Mr. Harpy. Actually, we haven’t had any briefings and havent | 
been offered any briefings on these particular documents. As a mat 
ter of fact, when you go to the Senate with a treaty is there anything | 
that the Senate asks for in connection with that treaty that is withheld! | 

Mr. Ditton. The Senate has never asked for documents, that! 
know of, of conversations between the Secretary of State or high 
diplomatic officials, with those of other countries. 
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States, i Mr. Harpy. As a matter of fact, when the Senate is involved in 
ratifying a treaty, aren’t high level conversations always involved? 
1: Isyou | “yr. Dinvon. Well, it is a fact as far as I know, we do not furnish 
@ will rm. memoranda of conversations and reports of this nature to the Senate 
and they haven’t asked for it. 
Z 1S that Mr. Harpy. If the Senate did ask for them I would think they 
the other would be entitled to them. 
rliament | “fy, Drnton. Well, that is 
nduet of Mr. Harpy. The Constitution provides that these things will be 
tion it js done by and with the advice and consent of the Senate and how is the 
therefor Senate going to advise if it doesn’t have the information ? 
| Mr. Ditton. It has managed to get along so far for quite a few 





ed us this | years. 
n govem-| * Mr, Harpy. Of course, I am not fully advised as to the extent of 
eS discus | the information which they have asked for and received. I don’t 

know that we are too concerned about specific documents other than 
ley wont} t) know what the content of them is. Since the documents were re- 
them and lated to a loan, we asked for them. We weren’t concerned with high 

level policy discussions except insofar as they had a bearing on the 
> and the expenditure of those funds. And I think we are entitled to know. 


and ( On- Mr. Meaver. Do I understand that these documents were not fur- 
os affairs nished to the committee on the ground that they were not relevant ? 
resident, ~~ fr, Harpy. Mr. Dillon’s specific statement was that he made a find- 


crutch to ing it would not be in the public interest to furnish them to the com- 
dvantage mittee. He didn’t even use the term “executive privilege.” I don’t 

I dont} jnow whether he implied it or not but he said it wouldn’t be in the 
public interest. 


state De. Mr. Monacan. Is there any classification on these documents, Mr. 

ouse, and | Dillon ? 

ctive Ap. Mr. Ditton. Classification? I think there probably is because 

vhich the practically all conversations with leading officials of foreign govern- 

ous prob | ments would be classified, merely because of that fact. They wouldn’t 

. i IN} be classified very high, maybe, but I think they would be classified 
orelgn 


probably at the “confidential” level. 

Mr. Harpy. Does anybody know whether or not they actually do 
have a classification ? 
se thing} Mr. Dixon. I can find that out. We are perfectly willing to give 


eral con- 


paper | you that information. 

y willing Mr. Monacan. I think it has some importance. 

s in the (The State Department subsequently advised the subcommittee that 
e regan} there were four documents involved and that their classification was 


ently isi} as follows: one “secret”; two “confidential”; and one “limited official 
partment} yp.” 


ause they 


verhidin Mr. Harpy. There is no mention of the classification of any of these 
erbatin | . 


documents in your correspondence with me. 
Mr. Ditton. No, I don’t think that was the problem. 
Mr. Harpy. No, I don’t think it was. 
\s a mat-| Mr. Reppan. So it is just a blanket rule applied to all conversations 
anything | tions with all foreign officials at this level ? 
vithheld! | Mr. Ditton. At this level ? 
s, that | Mr. Reppan. Yes. 
» or high Mr. Diton. Yes, I think this would be a general State Department 
consideration, as long as this information is at all germane to the day- 


1 haven't | 
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| 


to-day conduct of foreign relations. At regular intervals, as vou 
know, formal documents are published and made public. They ‘arp 
made public after they become more or less historic but even those qy 
not contain this sort of conversation. 

Mr. Reppan. So it is just a blanket rule applied to all coversations 
regardless of what the conversation was? | 
Mr. Ditton. That has been the idea because we didn’t want to py 
ourselves in the position of saying that we would withhold this on | 
because in this one we said something nobody would worry aboy | 
and another one we would withhold because of the subject matter | 
This is a blanket rule. ‘ 
Mr. Reppan. Could you tell us at what level this rule is applied? 
Mr. Ditton. Well, for the time being, in this specific case it would 
apply to, I would say certainly any conversations from the Assistant | 
Secretary level, up, and the ambassador, up. Now, it might apply | 
even to conversations of State Department officials at a lower level. | 
That is something that we haven’t—that hasn’t come up as a problem | 
here, and we haven’t got that before us. We would have to study that 
and look into that. That hasn’t particularly come up. It is mor 

sensitive the higher the officials are on each side, obviously. 

Mr. Reppan. I am just a bit confused, Mr. Dillon, for this reason: 
The committee has received evidence and testimony in the past relat. | 
ing to conversations between Assistant Secretaries and up, and thos | 
of ambassadorial rank with foreign government officials. Was that 
relaxation of your regular rule? 

Mr. Ditton. I don’t know in what detail that has been the case, but 
this certainly is our general prineiple which we follow. 

We have no objection to saying that when I met with—for instance 
in one of these documents there is a memorandum of conversation, | 
think it was, with the Indian Chargé. I don’t object to saying we | 
discussed the genera] financial problems of India, and there was 4 
broad exchange of views there, so we are not trying to conceal the 
subject matter generally of this thing, but just the detail, the specific 
details that. were touched upon. 

Mr. Harpy. In which one of these memorandums, Mr. Dillon, could 
you tell the committee, did you arrive at a specific decision to use 25 
percent of the available DLF funds for India? 

Mr. Ditton. We didn’t arrive at that in any of those memoran- 
dums. Any of those specific ones that you are talking about that have 
not been furnished to the committee. 

Mr. Harpy. We have had information that that was arrived at and 
if it wasn’t included in these memorandums can you tell us where that 
was arrived at? 

Mr. Ditton. The amount that was made available by the Develop- | 
ment Loan Fund to India was arrived at—I can’t remember the exact | 
day or time; I do know that over a period of time we had come tothe | 
conclusion that approximately $250 million would be required from 
all U.S. Government sources. When the Export-Import Bank de- 
cided they could make available $150 million, and there had been 
some hope they could make available a larger amount, up to $200 
million, the Development Loan Fund would therefore make only 
$50 million available. When the Export-Import Bank felt they | 
could only make $150 million of their own available we looked at the 
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Development Loan Fund to decide how near we could come to the 
amount that we thought was needed. We did not think we could 
make as much as $100 million available out of only $300 million that 
we had and a pragmatic decision was taken that about $75 million 
was the maximum we could make available and that is where the 
decision was taken. It was not taken in 

Mr. Harpy. None of these memorandums sets forth the 25 percent ? 

Mr. Ditton. Not any of the early ones. I did at various times in 
conversations later—I mean not in the beginning but in later con- 
yersations—I pointed out to the Indian representatives that if they 
wanted to have an idea of what might be available to them in the 
future, there was no reason why they should not look at the action of 
the Development Loan Fund in the past and there wasn’t any particu- 
lar reason—our interest in India had not changed—that there would 
be any broad variation from that. 

Mr. Harpy. That would give them to understand they might expect 
95 percent in the future? ; 

Mr. Ditton. More or less, because certain of the results have been 
that they did get 25 percent of the first appropriation; they did re- 
ceive 25 percent roughly of the original second appropriation and 
then out of a supplementary appropriation of $150 million, the 
amount that came to India was only $20 million. 

Mr. Harpy. Let us talk about these four documents for a moment: 
Can you tell this subcommittee specifically how they bore upon and 
were necessary to the Development Loan Fund? 

Mr. Ditton. Why they are necessary to the Development Loan 
Fund? 

Mr. Harpy. Why they are a part of the loan documents? 

Mr. Dixton. Well, we have had a practice for most efficient opera- 
tion to furnish to the Development Loan Fund for their background 
information records of any conversations that may have taken place 
with Indian officials at any time which had any bearing on economic 
subjects or the needs of India or anything of this nature so they could 
have them, and see what has been said by other members of the execu- 
tive and by India. 

Mr. Harpy. So it was the statements made in these discussions that 
were controlling in the granting of a loan ? 

Mr. Ditton. No, not at all. Everything controlling the granting 
of the loan is available in the files themselves of the Development 
Loan Fund. There were no commitments made in any of these 
conversations that were commitments that the Development Loan 
Fund was asked to honor, or live up to. The only way the Develop- 
ment Loan can make a commitment is by the action of its Board of 
Directors and —— 

Mr. Harpy. But you are Chairman of the Board and every one 
of these related to discussions that you had. 

Mr. Dion. That is correct. 

Mr. Harpy. Every one of them. And you are the Chairman of 
the Board and any discussion that you had or any commitment you 
made to an Indian official would have a very strong bearing upon 
what the rest of the Board of the Development Loan Fund did, 
would it not ? 
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Mr. Ditton. You are certainly correct there, but as a matter of 
practice I do not make it a practice and have not ever made commit. 
ments in conversations with foreign officials. I may have informed 
them at some time—although it is not the case here—after action has 
been taken by our Board, but I have never made preliminary com. 
mitments on my own. I am very careful of that. 

Mr. Reppan. Mr. Secretary, without disclosing the conversations 
of the foreign officials involved in these particular documents, could 
you tell the committee in substance what these documents reflect with 
respect to your end of the conversation, and decisions which you may 
have reached as a result of those conversations ? : 

Mr. Ditton. Well, the problem—you get there into the problem 
if you give the full details of one side of a conversation, then the 
whole conversation becomes obvious so I would not want to feel i 
was proper to do that. That would be equivalent to making the 
whole document available to the committee, but I am prepared to 
answer any questions regarding my part in working out those loans 
to India, and state what happened and who initiated things on the 
part of our Government, or between us and the Indian Governmen 
to give you a complete history so that you have everything that yoy 
need. 

Mr. Harpy. Now, of course, Mr. Dillon, you fully realize that in 
the absence of specific information about what these documents 
contain it is a little difficult to ask questions. 

Mr. Dir10n. You have a great deal of information, Mr. Chairman, 
about the course of these negotiations with India and I am glad to 
answer any questions on that. 

Mr. Harpy. We have a good deal of information about the course 
of negotiations on the part of the others, but not very much on the 
part of the Chairman of the Board of Directors of the Development 
Loan Fund. 

Mr. Ditton. I am glad to answer any questions on that you care to 
put to me. 

Mr. Mraver. I would like to have Mr. Dillon tell us in his own 
words what his action was and what decisions he made with regard 
to the Indian loans and what. considerations entered into it. 

Mr. Dir1o0Nn. I would be glad to do it. 

Mr. Meaper. I would like to have it done against the background 
of the statute under which you are operating and the purposes of the 
statute. 

Mr. Dion. I would be glad to. 

Should I proceed, Mr. Chairman ? 

Mr. Harpy. Yes, sir, go right ahead. 

Mr. Ditton. The problem of India’s needs for economic assistance 
first came to my notice sometime in the late spring of 1957, or early 
summer. When I knew I was coming un here I checked my records 
to find the exact date and I find, I think it was the end of May 1957, 
when I first had a conversation in this regard with an Indian official. 
At that time, it was well known already in our Government, in the 
State Department and in our embassy, that India’s second 5-year plan 
was running into certain difficulties. They had spent foreign ex- 
change at a far more rapid rate than they had expected to. It looked 
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like they were going, to run out. They had to impose all sorts of 
n importations. 

oo seabeattar, we had discussions with the World Bank in 
this regard. They were very much involved because they made very 
considerable loans to India, and are in the process of making more 
Joans. pt ’ ae 
They were very much interested as to what the US. intention was 
in helping meet this problem because if the United States was going 
to help, the problem might be solvable and they could continue; if 
not there wasn’t much the World Bank could do on its own. 

There was then very considerable work in the Department and in 
connection with our embassy working up financial figures and best 
estimates as to what India’s situation was with regard to the second 
5-year plan ending in 1961. | 6 2 

"There were further problems in the fall of 1957 when the Finance 
Minister of India, Mr. Krishnamachari at that time, came to Wash- 
ington for the annual meeting of the World Bank, and the Interna- 
tional Monetary Fund. He talked with me at that time and I am 
gure talked with other officials of the Government regarding India’s 
problems. : 

They looked rather large and there was some question as to whether 
these problems could be solved within the regular framework of the 
mutual security program and other agencies or whether it would re- 
quire special legislation, special appropriation by the Congress. 

To reach a conclusion on that there were a number of interagency 
discussions, discussions with the Bureau of the Budget and so forth, 
to lead up to final policy decisions. 

These discussions, as you know, extended to the White House level 
because this was a matter of general policy in the legislative program. 

It was decided there not to seek legislative action, special legislative 
action, but to try to handle the Indian problem within the framework 
of available institutions. At that time we had a feeling that there 
would be—the best estimate we had was that India needed something 
like $750 million over the rest of the program from the United States, 
after taking account of everything we thought would possibly be 
available from the World Bank and from other countries and even 
including the assistance they were getting from the Soviet Union. 

We figured that about 200 to 250—nearer 250 was the amount. re- 
quired for the immediate future. The Export-Import Bank then 
made a study of the Indian situation which you have in your files which 
indicated the same order of magnitude of needs and they suggested 
that they do $150 million, a line of credit, and the Development Loan 
Fund make a line of credit of $100 million. 

Mr. Mpaper. Mr. Chairman, might I interrupt? You have covered 
this Export-Import Bank matter before. How was the $750 million 
figure arrived at ? 

Mr. Dion. That was arrived at by the best estimates we had from 
our Embassy which in turn got them from the Indian Government, 
projections for this plan, based on orders already placed or that. would 
have to be placed to carry out projects already started; what imports 
would be needed into India, sen her exports were likely to be, what 
her assets were—India had considerable assets at the end of the war 
and some still remained at that time in sterling—and the amount that 
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these could be safely drawn down. Estimates of what might com, 
from the World Bank were considered and what might come from th 
Colombo plan, which is supported by British, Canadian, and Other 
Commonwealth countries, and then there remained a gap. This Wasa 
conservative figure of not by any means the whole gap because thy 
whole gap seemed somewhat larger but it seemed possible and adyis 
able for the Indians to cut back on their plan somewhat and inde 
they did that and that was done at about this time, early in 19% | 
and—— 

Mr. Meaper. I must. confess I am not too familiar with the second | 
5-year plan of India, but what I was concerned about was that appar. | 
ently they had originated this second 5-year plan some time prior jy 
1956. It wasto be completed in March 1961. 

Mr. Ditton. It started in March 1956, but they originated it befor | 
that. That is right. 

Mr. Meaper. Now, we are talking about something that occurred in| 
the fall of 1957 when you developed a deficiency, let us say, of $75) | 
million, after revising their plan downward. 

Now, what explanation was there for their not having planned for | 
the money at the time they undertook the plan? Was there som 
unforeseen crisis that arose? 

Mr. Ditton. No, the problem was an error—errors in their figures— 
underestimates of the costs of certain projects, but more important wy | 
a gross underestimation on their part of the speed with which private 
industry would develop. When this plan began they had no controk 
on their imports and private Indian industry began to go at a very 
great rate and they put in orders for machinery and equipment for new 
factories, things of that nature, at a rate two or three times what the 
Indian Government had expected. Therefore, their foreign exchang 
was used up much more rapidly than they had expected and because of 
that they had to put in these controls on imports, which they did in,] 
think it was about 1957, and since then they have had very strict con- 
trols and private industry cannot now order new equipment from 
abroad without first getting assurance from the Indian Government 
that the foreign exchange will be made available for that. But that 
was not the case when this thing started. There was just a fm 
economy like ours was and that was the basic reason for errors in theit 
figures. 

Since then they have come much closer. There haven’t been th 
same swings. 

Mr. Harpy. Well, could I inquire on this $100 million, T belier 
that was the figure you indicated was first recommended for Develop. 
ment Loan Fund participation, but I believe that was at a time when 
it was expected that Development Loan Fund would probably gt 
$400 million, is that right ? 

Mr. Ditton. No, Mr. Chairman, I think that this $100 millio | 
recommendation as such, there was rather general agreement thit | 
the amount needed by India was probably $250 million and the Ex 
port-Import Bank decided that the right figure for them was only | 
$150 million, based on the amount that the Indians might be abk| 
to buy in this market, what their average purchases had been in this 
market, and so forth, in the past. That left the total you are goilf 
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to meet of $250 million, which apparently the experts thought was 
needed and it left $100 million for the Development Loan F und. 

When that report was made, which was in January 1958, or the 
end of December 1957—I think it was dated early January the De- 
velopment Loan Fund was already underway and the $300 million 
had been appropriated in the last September. : 

Mr. Harpy. It was then decided to reduce Development Loan Fund’s 
art of that to $75 million on the basis that you shouldn’t have more 
than 25 percent of DLF resources? 

Mr. Dion. That was a very pragmatic figure, Mr. Chairman. 

We had a number of demands for these funds and it was a small 
amount spread over all of these demands and while a good case could 
be made for India receiving more than 25 percent based on their 

pulation and their needs for capital—India has about 40 percent 
of the population of the underdeveloped free world and they are more 
advanced in their development and can therefore make better use of 
their capital and good argument could be made for giving them more 
than 25 percent, but largely for political reasons we decided to hold 
this to the minimum we thought would do the job and upon reevalu- 
ating the thing we thought we would get by with $225 million instead 
of $250 million, so we stopped at $75 million for the Development 
Loan Fund. 

Mr. Harpy. We are engaging in a program of allocations on a 
country basis, rather than an analysis of the specific needs of a par- 
ticular objective in different countries. 

Mr. Ditton. We made no advance allocation and haven’t. We 
made that very clear to the Indians but the Indian plan was far more 
developed than the plans in other countries and they had already 
furnished—they were the first. people, as I remember, to furnish the 
Development Loan Fund with projects and they in effect put in a 
large part of their plan, which was very much more than the funds 
we had available and said, “Now, you can pick any one of these 
projects that you prefer that fits your criteria the best.” 

I know of no country where we have had more careful studies and 
better information regarding the economic development program than 
the case of India because, largely, the Indians are more competent 
inthis area, having been trained in the British civil service, than most 
of these underdeveloped countries. 

Mr. Harpy. You made another comment a while ago. I believe it 
was to the effect that in analyzing India’s needs, the amount of credit 
was suggested. 

Did you suggest a line of credit for India of this $75 million or was 
that done on a project basis? 

Mr. Ditton. The line of credit is one of the usual means by which 
the Export-Import Bank does their financing and I think they would 
have called their $150 million a line of credit. 

Mr. Harpy. Are these lines of credit tied to projects? 

Mr. Ditton. Not at all. Quite frequently—they have done it in 
South America and so forth—they just make it available for the pur- 
chase of any American imports, based on balance-of-payments factors, 


or other things of that nature. They don’t always by any means tie 
It to projects. 
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Mr. Harpy. Was it your thought that Development Loan Fun 
participation then would be on a similar basis? 

Mr. Ditton. No. Our basis is to either finance specific projects » 
specific programs. Development programs. Certainly the types of 
programs which we have financed here in this case were specifig, jy 
some cases programs, such as the railroad program, the transports, 
tion program, and in other cases were rather specific projects, such x 
expansion of cement mills and jute mills and so forth. A combinatiy 
of both. r 

Mr. Harpy. Do you have anything further on that? 

Mr. Meaper. No. 

Mr. Reppan. Mr. Secretary, this Export-Import recommendatiy 
that you have referred to for Development Loan Fund participatiq| 
to the extent of $100 million; did you concur in that recommendatign, | 
sir? 

Mr. Ditton. When it was made, originally ¢ 

Mr. Reppan. Yes. 

Mr. Ditton. Oh, no. As I understand it, this was made by Export 
Import staff and was a staff recommendation to the Board of th 

{xport-Import Bank. 

Mr. Reppan. But upon transmission of that to the State Depart.’ 
ment, did you prepare a memorandum to Secretary Dulles in whic! 
you concurred in that figure of $100 million ? 

Mr. Ditton. There was a memorandum which you have seen and» 
certainly did feel that this was a very helpful procedure, much 4s| 
said from the beginning. We were trying to raise this substantiy 
amount of money for India, from U.S. Government sources, and it wx 
obvious the only place we could get that from was the Export-Import 
Bank. The Development Loan Fund didn’t have enough resouns 
unless they put all their resources in India, so we were very happy 
when that recommendation was made by the staff to Mr. Waugh ani 
the other Directors of the Export-Import Bank and we natural 
supported it. ' 

Mr. Reppan. In the decision to reduce that recommendation t 
$75 million, who made that recommendation ? 

Mr. Ditton. That I can’t remember. I undoubtedly had a ven 
important part in it. I know the decision was made, because ¢| 
$300 million, it seemed that $100 million for India would leave tw| 
little for other countries we were interested in. | 

Whether the exact date on which that. decision was reached- 
formally, of course, it was reached in the Development Loan Ful 
Board, but obviously we talked, when we weren’t having form 
meetings. I have talked with the Director of the ICA, I har 
talked with Mr. Waugh, with people who were concerned in & 
Treasury Department and we probably, sometime a few days befi 
the meeting that recorded that, reached a decision in the oven! | 
interests of our foreign policy and our development policy that $i 
million was the right figure. But I am sure this was a joint é! 
cision. I am sure that because of the foreign policy guidance whit 
we give to the Development Loan Fund, the opinion that I woul 
have had, the firm opinion when I reached it would have been ¢ 
great. importance. Obviously we would have arrived at a differet 

figure if I hadn’t agreed with it. 
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Mr. Reppan. Is this decision of the Development Loan Fund in 
any way related to the necessary budget support in that year for 
~<a No, I think it had nothing whatever to do with 
budget support. It had to do with balance-of-payments problems 
with India which is something slightly different. 

Mr. Reppan. Well, that was going to be my next question. 

With respect to the balance of payments, to what extent had com- 
mitments already been made prior to the time that the Development 
Loan Fund line of credit was approved? 

Mr. Dizon. By who? 

Mr. Reppan. By India. ' 

Mr. Duxon. The Indians certainly had—in my general outline I 
stated the Indians had really two kinds of commitments. T here 
are certain things that I think they already had on order. There 
were other things they didn’t have on order but where they had 
half a plant built and the alternative would either be to shut the 
whole thing off and leave half a plant, which would be a very great 
waste, or they could go ahead with their plan and place further orders 
and complete the plant. wile : 

In many of those cases, the direction in which they would go may 
have been fairly well indicated because the equipment that hadn’t 
yet been ordered would have to be compatible with what was already 
on the spot. 

Mr. Reppan. Of course, in many cases the equipment had already 
been ordered ? 

Mr. Ditton. Oh, yes. 

Mr. Reppan. In those cases was any consideration given to the 
provisions of section 516, and whether or not that would be applicable 
in a case of this sort? 

Mr. Ditton. Oh, yes. That was discussed very carefully in the 
Board and we did get the opinions of the Development Loan Fund 
counsel, which I think at that time was the same as ICA counsel, 
because in the first year the Development Loan Fund was part of ICA, 
and the opinion was that section 516 did not apply in any way to orders 
that had been placed where the equipment had not actually been deliv- 
ered and no debt had arisen. 

Until something is delivered, there is always a possibility open to 
the Indians to cancel any order. 

Mr. Harpy. I think we have exhausted all we need to cover on that 
particular subject. 

The other thing we wanted to discuss dealt with the two hats you 
wear down there and the interrelationship between the Department of 
State, the ICA, and the Development Loan Fund. 

Mr. Reddan, you may have had some specific questions on this and 
perhaps we should clear them up quickly. 

Mr. Reppan. Mr. Secretary, I have just one question with respect to 
the relationship between the Development Loan Fund and ICA, on 
these loans. 

As I understand the statutory authority of the Development Loan 
Fund, it is to make loans on a last-resort basis, is that correct, sir? If 
the borrower or the applicant can obtain funds any place else in the 


five world on a reasonable basis, they should go there, is that right, 
sir? : 
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Mr. Ditton. Yes. I don’t think that would apply to the grant fung | 
of the ICA. What this was clearly intended to mean was that this 
would not compete with private funds or with the Export-Ip ort 
Bank or with the World Bank, or with other countries, when fun, 
were available from other governments. 

Mr. Reppan. How does ICA’s lending criteria differ from thoge of 
the Development Loan Fund ? | 
Mr. Ditton. Of course, originally before the Development Loa 
Fund was set up, ICA covered many of the same type of things 
After the Development Loan Fund was set up, the difference has gen. 
erally been that ICA’s loans do not apply to specific development | 

projects and programs. 

For instance, in the case of the ICA, practically all of our assistang | 
for the Government of Morocco was on a loan basis, but that was not 
given for specific projects and programs there and, therefore, that type | 


of aid would not be available from the Development Loan Fund, 

ICA has made small loans to Iceland which were general and mage 
more or less for balance-of-payments reasons. 

Mr. Reppan. What would be the difference between that and loans | 
made to India and Israel for balance-of-payments reasons? 

Mr. Ditton. As to the loans made to India, sometimes development 
can be connected with balance of payments. A country which hasq 
development program can be in balance-of-payments difficulties, so g 
loan can serve two purposes, and in the case of the Indian loan, the 
Development Loan Fund loans did serve two purposes. 

In the case of ICA, in the loan to Iceland, there is no attempt to relate 
the thing to specific development programs, at all. 

Mr. Reppan. What will the loan funds be used for in Iceland? 

Mr. Dit1on. Anything in the way of imports that the Iceland Gov. 
ernment wanted, and that was decided in accordance with ICA. They | 
might import clothes, they might import shoes, anything. 

Mr. Reppan. Could they be capital items ? | 

Mr. Ditton. It could be. It could be machinery and equipment. | 
don’t know. I would have to look. I would be glad to get you the 
information asto what they were. I really don’t know. 

Mr. Reppan. I am trying to distinguish between ICA loans and 
DLF loans. 

I believe in the press release issued by ICA and the State Depart 
ment on this Iceland loan, they referred to capital development goods. 

I can’t see the distinction ebieetis this loan, say, and the loan to 
Israel for capital items, or other goods. 

Mr. Dirton. On the loan to Israel, I am perfectly ready to admit 
that it was closer to this ICA type of loan than probably we would 
ordinarily go. This was in the early stages of the Development Lom 
Fund and funds were apparently needed and we did have confidence 





| 
| 


in the Israeli development program which is, of course, very com: | 


petently handled and we knew that these would be used for good items 
within that development program, but I think from now on, and from 
that time on, we have made all our loans to Israel for more specifi 
projects. 

Mr. Reppan. Could the Development Loan Fund make that loan to 
Iceland ? 
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Mr. Duxon. I think they could. As long as it was tied in specifi- 
ll to general development programs, but we would have had to go 
a more closely into that than I think was the case when ICA made 
thei decision to make this available. If it was true, which I wasn’t 
a that this was made—the press release said it was for capital 
tems. 1 think the only reason for that was to prevent its being spent 
too rapidly for consumer goods, but I am sure it was not assigned 
specific program. == 
ton dont think the Icelandic Government has any specific program. 
Mr. Reppan. With whom does the Development Loan Fund clear 
5 . . ” IU } ake. ‘ ? 
+ Joan applications before they decide to make a loan ? CE 
oo Ditton. I am just informed here by Mr. Perry, which is, of 
course, right, that in the case of Iceland, because of the high per capita 
income in Iceland, the Development Loan Fund does not consider it 
underdeveloped country and has made no loans. 
"oe Reppan. The Development Loan Fund made a loan to the 
y s, did they not, for housing in Australia or something of 
Netherland : y , g g 
that sort ! ; 

Mr. Dion. That was also a very exceptional loan which was made 
as a result of various things—congressional interests had a bearing 
on that loan. 

Mr. Harpy. We are being made responsible for that? 

Mr. Dixton. This has been very extensively discussed and there 
are lots of records. 

Mr. Harpy. It seems to me every one of your Development Loan 
Fund loans isexceptional. _ 

Mr. Dixon. I don’t believe so. We have made quite a few. I 
would say the Netherlands one was and there may be three or four 
others. ’ 

Mr. Harpy. In the Indian loans, I believe DLF waived some of 
theirown criteria. The first loan they made was in Honduras and the 

} a y 
waived their own rules before they made that one. 

Mr. Ditton. That was the first loan. I didn’t know they had 
any rules. ein! 

Mr. Harpy. Well they had some indication of them. 

Mr. Diton. Well that is one thing. The General Accountin 

a 5 ng 
Office pointed out in their first report that they thought the question 
of rules hadn’t been laid down clearly enough and the Development 
Loan Fund has been working on that and I think we have such a body 
of procedure now. 

Mr. Harpy. I didn’t want to get into that except to observe that it 

e - : 
seems tome every time we talk about a loan there is something unusual 
about it. 

Mr. Ditton. They naturally raised the unusual ones. They are the 
ones in which you are interested. 

Mr. Reppan. If we can come back, Mr. Secretary, to the question 
of with whom does the Development Loan Fund clear before making 
aloan. In other words, in order to satisfy the criteria of the legisla- 
tion that the Development Loan Fund shall only make these loans 
where they are not readily available at reasonable rates and so forth 
in the free world, how does DLF make that determination ? 

Mr. Ditton. I know in the case of the Export-Import Bank they 
refer a loan application to the Export-Import Bank. I know they 


aware, 
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make a similar study in connection with the World Bank. T don't 
know whether they actually refer the application in detail to the 
World Bank or not, but a check is made with the World Bank. 

As regards the availability of funds from other sources, that jg 
usually studied in the investigation of the particular project, informs, 
tion that is developed in that investigation. For instance, if we find 
that an order is being placed by an electric company in some company 
in Germany, we may have certain assumptions that the Germans may 
be able to finance at least a portion of that and that is really examined 
into in some detail and that is the way that is arrived at. 

Mr. Reppan. Does the Development Loan Fund check with I¢4 


as to availability of funds or as to whether or not they would make | 


the loan ? 

Mr. Ditton. On development programs, ICA tries not to be in tha 
business. While ICA is well aware of each application, because th 
Director of ICA is a board member and has to approve it, as I said 
earlier, it certainly was not the intent of the Congress in setting up 
the Development Loan Fund that you should utilize ICA funds firg 
before you utilize Development Loan funds. They are both a part of 
the mutual security program. 

Mr. Reppan. Does ICA clear loan applications with the Develop. 
ment Loan Fund ? 

Mr. Ditton. I would think that there is a joint knowledge of what 
is going on, but ICA loan applications are not really generally loa 
applications. They are questions of furnishing assistance which js 


indistinguishable really in character with that which we furnish ip | 
ICA as a grant basis and there are certain reasons why certain 


countries are on a loan basis and others are not. 

Certain countries prefer to be on a loan basis quite frankly, and in 
some of those countries, special assistance funds are furnished ona 
loan basis because they prefer it that way. 

Mr. Reppan. Has there been a recent change in the relationship 
between ICA and the Development Loan Fund with respect to the 
clearance of loans? 

Mr. Ditton. Administratively in detail, I wouldn’t know the answer 
to that question. I would have to refer that to the staff. 

Mr. Reppan. The reason I ask is that we are informed Iceland made 
two loan requests. The first was discussed by ICA with the Develop- 
ment Loan Fund, but the second application to ICA was not discussed 
with the Development Loan Fund. 

I just wondered if there has been a change in procedure. 

Mr. Ditton. The only change that I know of is that the ICA’ 
now pushing even harder than they have been in the past to get out 
of the project business. That has been the direction since the Develop- 


ment Loan Fund was started, but they did continue in that in certain | 


Far Eastern countries where they felt that criteria of repayment 


might not be met by these countries, even in local currency, but now | 


it is decided that that small amount of project assistance should be 
cut down to the very minimum. 
That is the only general change of policy I know of, but as to at 
ministrative procedures, I don’t think there has been any change. 
We would have to ask competent people in the Development Loan 
Fund in detail about that. 
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Mr. Revpan. Could you give us, from the standpoint of the De- 
velopment Loan Fund, the definition of “project,” and the definition 
”? 


“ ro m 8 : c < 
* r Bnson. I think that is a very good question and I think it re- 
uiries a certain amount of thought and I would be glad to furnish that 
nyou in writing later. I can give you my ofthand views, now. 
Mr. Repay. If you would prefer to give us a submission, that 
might be well, since it is so late. 
(The information transmitted by letter dated Mar. 4, 1960, to Mr. 
M. Reddan, subcommittee chief counsel, from Mr. Robert 
John T. ake 9 ; + 
Krones, Department of State, follows :) 
DEPARTMENT OF STATE, 
Washington, March 4, 1960. 
Joun T. M. Reppan, Esq., ai . 
Chief Counsel, Subcom mittee on Foreign Operations and Monetary Affairs, 
Committee on Government Operations, House of Representatives. 


Deak Mr. ReppaN: I am enclosing a couple of copies of a brief statement on 
the meaning of the words “project” and “program” in the context of Develop- 
ment Loan Fund financing which you asked for earlier in the week. 

I would also like to call your attention to the following paragraph on page 
17 of the “Mutual Security Program—Development Loan Fund” presentation 
pook for fiscal year 1961: j 

“It is the policy of the DLF to finance specific projects or programs to pro- 
mote economic development. Thus, it funds such specific facilities as power- 
plants, manufacturing facilities, port improvements, and irrigation systems. 
It emphasizes project financing in the belief that concentrating on a well- 
defined area of activity usually offers the greatest opportunity to contribute 
efficiently to productive growth. Its experience has also shown that support 
of broad programs, such as railroad expansion programs or the importation of 
certain capital goods or semifinished goods for a specific sector of the economy, 
when required by the particular circumstances, are also important and necessary 
means of providing a direct contribution to growth. Program loans of this 
type are in certain instances the best means of meeting particular economic 
requirements and will from time to time be necessary in supporting U.S. foreign 
policy objectives.” 

I understand that you already have the presentation book, but if not I will 
be glad to get you copies. 

Sincerely yours, 


ROBERT KRONES. 
PROJECTS AND PROGRAMS 


In the context of financing by the Development Loan Fund the term “project” 
generally is used to refer to a self-contained, physically identifiable unit or units 
with a definite beginning and end, such as roads, factories, bridges, dams, or 
irrigation schemes. The term “project” has also been used to describe an iden- 
tifiable unit of activity such as a loan to a development bank which in turn will 
make a series of subloans to private entrepreneurs in foreign countries. 

In the practice of the IBRD, the term “project” is used more broadly to 
include such proposals as a railway program, agricultural credit program, or a 
group of related projects forming part of a development program. 

In the context of financing by the Development Loan Fund, the term “pro- 
gram” generally is used to refer to plans for economic development which might 
embrace broad sectors of the economy or which might be limited to a specific 
purpose such as a nation’s multiyear road construction plan. The former, for 
example, can include the provision of capital equipment imports needed for 
economic growth in the private sector through modernization and expansion of 
existing facilities. More specific programs can include, for example, a plan for 
the improvement of a country’s railroads. Such a program may envisage im- 
provement of terminals, increases in the number of freight and passenger cars, 
improvement of signaling facilities, improvement of switch facilities, improve- 
ment of roadbeds, and modernization of the locomotive fleet. The program, 
as a whole, may be composed of a number of identifiable projects related one to 
another. A “program loan” generally relates, however, not to specific identifiable 
Projects but to a portion of the overall plan or program. 

48437—60-—_33 
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Mr. Mzaper. Has there been a recent change in policy in the Dey) | 
opment Loan Fund with respect to loans to India to put them mop 
on a project-by-project basis, than on a line-of-credit basis jp th 
future ? , 

Mr. Dixon. The answer is there has been no recent change jy 
cause we have always wanted to do that as soon as it was practicahj, 
and the Indian officials have known that right from the very begin. 
ning. 

The problem had been that their second 5-year plan was go fy 
advanced when we got into this that it was impractical to add ppj. 
ects to it. They were taking them away and the projects were tL 
ready practically all partially financed so we had to help them wi, 
projects that were already partially financed. 

We have told them that as soon as we could, we wanted to mop 
to more specific projects, where the United States would be identifigi 
with the whole particular project and you could go say, “This dam 
this bridge, and this road were built by the United States.” 

We think that is better and it is more in accord with the way » 
want to operate generally. 7 

Mr. Meaper. Isn’t it more in accord with the spirit of the basic lay! 

Mr. Ditton. It is more in accord with the general spirit—it ce. 
tainly is. That is why we have been trying to move toward it, bit 
there always was in the basic law the clear understanding that de 
velopment programs could also be a part of the type of things thy 
could be financed. Mr. Hollister made that very clear when the Dp. 
velopment Loan Fund was being set up, based on his experience » 
Administrator of ICA, that that flexibility was needed, so that wasin | 
the law. | 

Mr. Monacan. You have spoken about these special assistance loans | 
Would such loans as there were in that category be administered by | 
ICA? | 
Mr. Ditxon. I think the Export-Import Bank does the actual ad- 
ministration of these loans for ICA. The detailed administration. 

Mr. Monacan. Now under the tendency that we see to be interested 
more in projects as such, what would be the source of funds for} 
country now that you wanted to help with a balance-of-payment | 
problem ? 

Mr. Ditton. That is a very pertinent and good question because yoi | 
haven’t got any one place that is very well set up for that and itiss 
lack that we are aware of. The IMF’s ideal for that, the Intem 
tional Monetary Fund. But it doesn’t have enough funds so wheni 
comes to the United States, the Export-Import Bank can do it, bi 
they are not always too happy about doing it although they have do 
it in the past and beyond that, we have no agency that is specificall | 
set up forthis purpose. There is a problem there. 

Mr. Monacan. Could you do it through the military assistance pr | 
gram ? 
Mr. Diti0n. The only time when military assistance has ever él: 
tered, as far as I know, into one of these balance-of-payments problem 
has been in a rather minor way with the French problem a couple af 
years ago where there were some agreements on paying for thing, 

allowing the French to pay for things in France. 
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Mr. Monacan. It has concerned me to some extent. I think it per- 
fectly proper to restrict the activities to the intent of the Congress, that 
in the Development Loan Fund we probably have set up a criterion 
of a project, rather than a program, but I can conceive of situations 
where this med might exist in a country and I am just wondering 

would turn. oe 
Daacn. We have had a real problem. As I say, it re 
rtinent question. We have had a problem there. As I say, the 
Export-Import Bank can do some of it, and the DLF, if we relate it to 
rograms = general sense, can also do that, but that certainly isn’t 
i y business. 5 
ote dine it on one or two occasions. The case of the Argentine 
se in point. 
' age Satan to try, during the congressional presentation this 
ear, for the DLF, Mr. Brand, to try to clarify this particular point 
a little bit and get agreement in the way of legislative intent, on what 
rograms mean, with the view of getting somewhat greater flexibility 
to handle things just like you have in mind. That is a very real 

roblem. s 

Mr. Harpy. I am sorry that we are about to run out of time here. 

Mr. Secretary, I do want to express appreciation for your discus- 
sion of these matters with us this morning. I know the difficulty you 
have had in getting here. We are grateful for this opportunity to 
talk things over with you. _ 

Next week we plan to continue our hearings with the Development 
Loan Fund, to discuss specifically the loans in Spain, Israel, Turkey, 
and Greece. At the conclusion of that particular discussion, we 
wanted to take up also some specific situations. 

I don’t think in the earlier part of the hearings there will be any- 
thing we will particularly need your presence for, but I wondered if 
you might be available toward the end of the session on Wednesday 
if there should be a subject that we would need to discuss with vou ? 

Mr. Ditton. I am appearing before the House Foreign Affairs Com- 
mittee on the mutual security program Wednesday morning. 

Mr. Harpy. Thank you very much. I believe that we are going to 
have to adjourn as of now, so again, I thank you. ; 

(Whereupon, at 12:30 p.m., the subcommittee adjourned to recon- 
vene at the call of the chairman.) 











| 
| 


804 
of 1 


Me 


sta 


Di 
Jo 
Gr 
Ul 


loa 


wa 


gi 


co 
tic 


) co 


OPERATIONS OF THE DEVELOPMENT LOAN FUND 


WEDNESDAY, MARCH 2, 1960 


House or REPRESENTATIVES, 
SvuBCOMMITTEE ON ForeIGN OPERATIONS 
AND Monetary AFFAIRS, 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:20 a.m., in room 
304, Old House Office Building, Hon. Porter Hardy, Jr. (chairman 
of the subcommittee) presiding. L 

Members present : Porter Hardy, Jr., John S. Monagan, and George 

r. 
—_ members present: John T, M. Reddan, chief counsel; Richard 
P. Bray, Jr., counsel; Miles Q. Romney, counsel; Walton Woods, 
staff investigator ; and Phyllis M. Seymour, clerk. 

Development Loan Fund officials present: Vance Brand, Managing 
Director; Hart Perry, Deputy Managing Director for Operations; 
John E. Loomis, General Counsel; E. Edward Scoll, loan officer, 
Greece and Turkey; Maxwell Obst, loan officer, Spain; John A. 
Ulinski, Jr., loan officer for southeast Asia; and Mrs. Hazel Shorter, 
loan officer, Israel. 

International Cooperation Administration officials eee Kd- 
ward F. Tennant, Controller; and Ralph Zorn, Chief, Administrative 
Audit Branch. 

Mr. Harpy. Let the subcommittee come to order. 

This morning we will continue our series of hearings designed to 
give the subcommittee an opportunity to understand and evaluate the 

olicies and operations of the Development Loan Fund. These hear- 
ings supplement the study which the subcommittee has been making 
of the DLF for the past 9 months. 

On February 3 and 4, we received testimony relative to the De- 
velopment Loan Fund operations in India. Today we will examine 
similar activities in Israel, Spain, Turkey, Greece, and Honduras, 
with special attention to the nature of the basic commitments and 
type of programs or projects involved in each loan. This will assist 
us in measuring DLF operations against the legislative criteria and 
congressional intent. 

The subcommittee also has a particular interest in determining the 
extent to which DLF has sought to foster private enterprise in the 
countries of Asia. We will, therefore, examine some loan applica- 
tions from the private sector which were rejected by DLF, as well as 
completed loans in this same area. 

If time doesn’t permit us to cover all of this ground today the sub- 
committee will continue its hearings on Monday, March 7. 
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We are glad to have with us this morning Mr. Brand, Manag; 
Director of the Fund, especially since we will undoubtedly be gettj 
into some questions of policy decisions. However, we are going ty 
be involved more, I believe, in details of specific loans than we are jy 
policy matters. I know Mr. Brand has some other commitments and 
we don’t want to tie him up too much. So it may be that as we com, 
to matters of policy which need to be discussed, if Mr. Brand neg 
to be elsewhere this morning we can defer those specific policy ques. | 
— until some other time when it is more convenient for him to 

ere. 

Mr. Brand, we certainly don’t want to hold you here when you hay 
other pressing matters to attend to while we are discussing loan ¢. | 
tails with other members of your staff. 


STATEMENT OF VANCE BRAND, MANAGING DIRECTOR, DEVEIQp. 
MENT LOAN FUND; ACCOMPANIED BY HART PERRY, DEPyy 
MANAGING DIRECTOR FOR OPERATIONS; JOHN E. LOOMIS, qpy. 
ERAL COUNSEL; E. EDWARD SCOLL, LOAN OFFICER, GREECE Ay | 
TURKEY; MAXWELL OBST, LOAN OFFICER, SPAIN; JOHN 4 
ULINSKI, JR., LOAN OFFICER FOR SOUTHEAST ASIA; AND mpg 


HAZEL SHORTER, LOAN OFFICER, ISRAEL | 


Mr. Branp. Thank you very much, Mr. Chairman. I appreciat 
the consideration which the Chair is offering to us in this matter, 

The only conflict I have that would in any way involve my not being 
here happens to be testimony before other congressional committes 
from time to time. In fact the March 7 date the chairman referred | 
to, I am scheduled to appear before the Senate Foreign Relation | 
Committee on exactly the same day and exactly the same time. That | 
has been scheduled for some weeks. I feel that it would not be w| 
to me to change it at all. I don’t think I could change it. 

Mr. Harpy. Mr. Brand, I wouldn’t ask you to change that. We 
have always tried to schedule our hearings so they will cause a mini- 
mum of inconvenience to the people from the agencies, as well as try- | 
ing to get a quorum of our own members present. We make its 
policy to try to avoid conflicts with other committee hearings already | 
scheduled. If you are committed to a meeting with a Senate commit 
tee on Monday, March 7, we certainly would not insist on your prs 
ence to answer these policy questions. We will just have to work it 
out, on these policy matters, at a time when it meets your convenience 

Mr. Branp. I am amenable to the wishes of the committee, of 
course. It is my understanding that it is the desire of the committe 
to call as witnesses some of the people who were active in the Develop | 
ment Loan Fund at the time some of these loans were made; such #s 
the Deputy Managing Director of Operations, instead of the Manag | 
ing Director of the Development Loan Fund. __I, of course, will accede 
to the wishes of the committee to do that. Inasmuch as you do wall 
to proceed that way, it probably will not be necessary for me to attend 
on Monday, and it can be done at either an earlier or later date. 

I do want to point out I am trying to be available to the committt 
when you want me, and not when it suits my purposes at all, 
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Mr, Harpy. The committee appreciates that Mr. Brand. The meet- 
today, however, was adjusted in two or three directions because of 
ean. Yes, sir. I was before the Foreign Affairs Committee 
of the House yesterday for 314 hours in the afternoon. 

Mr. Harpy. I can understand the problem that you have when you 
are being called on by so many of the committees up here. We cer- 
tainly don’t want to increase your problems. _ 

Normally we have found that the more satisfactory way to develop 
‘nformation on specifics is to take testimony from the individuals who 
actually performed in connection with the decisions and the analyses 
of loan applications. For that reason we haven’t always suggested 
that the head of an agency attempt to present all the information, 
because he would have to do it on a second-hand basis anyway. 

Mr. Meaver. Mr. Chairman, as I recall it, most of these matters 
that we will be concerned with in these projects and programs in 
these countries that you have mentioned probably occurred before Mr. 
Brand assumed responsibility for the operation of the Development 
Loan Fund. I wonder if it wouldn’t be appropriate for you to re- 
mind us the exact date you did assume that responsibility ? 

Mr. Bran. I was sworn in on September 2, 1959. 

Mr. Harpy. I think that point 1s well taken. I believe that will 
be suitable for most of the details of the loan applications. Some 
of them will have taken place before that, as they extend over a long 

iod of time. 

= Meaper. I didn’t mean to suggest that Mr. Brand, when he 
assumed responsibility for the DLF operations on September 2. 
didn’t at that time also assume responsibility for pending loans and 
for the administration and any other matters that were connected 
with those loans, although it would be hardly fair to attribute to him 
responsibility for decisions made prior to the time that he assumed 
responsibility. 

Mr, Harpy. That, of course, is correct. In our appraisal of the 
situation we wouldn’t want to attribute responsibility to him in those 
areas. Asa matter of fact, it would be unfair to expect him to testify 
concerning matters that predated his assumption of authority except 
insofar as he learned of them from discussions with his staff and from 
memorandums that he has read, because he wouldn’t be able to testify 
from the standpoint of personal knowledge because of any participa- 
tion that he had in connection with those earlier matters. I think 
Mr. Perry can respond to a good many of the questions that will 
arise in those areas. 

Mr. Brand, if we get to matters of a policy nature that involve 
present policies or policy decisions that have occurred since you be- 
came Director, we will just make a memorandum of those if you are 
7 and will bring them up at a time when it is convenient. 

r. Branp. Thank you, Mr. Chairman. 

Mr. Meaper. Mr. Chairman, while Mr. Brand is here, in the light 
of the subject matter of this inquiry, or these inquiries, I think it 
would be appropriate on this matter, which is of particular interest 
to me, and I don’t know whether it should be done first or later, that 


we hear him on this matter of supporting private capital enterprises 
by the DLF. = — P : 
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I would like to hear Mr. Brand’s views and what his attitude, | 
toward the purpose announced in the legislation, and what s . 
steps he has taken to carry out the support of private capital ante, 
prises through DLF funds. 

Mr. Harpy. We are going to want to do that. The only question js 
one of time in connection with the agenda of the subcommittee, 

My own feeling is that the best time to ask Mr. Brand to give, 
his advice and a statement of his policies in that area will be when We 
are studying specific actions which DLF has taken, or is in the Process 
of taking in that area. 

I have proposed to do that after we conclude a study of the specific 
country programs which were the subject of the inquiry of the men. 
bers of the subcommittee when they went to Europe and the Midd, | 
East last year. 

As soon as we can conclude some discussion of the loans in Spain, 
Turkey, Israel, and Greece, we will then want to get into this privaiy 
sector matter. I think it would be appropriate at that time to pursue 
the line of questions which you suggested. 

Mr. Brand, we will start off first in connection with the loans ty 
Spain. Any time that you need to leave and attend to somethj 
else, please feel free to do so, and we will go ahead with other member 
of your staff who are present and just defer matters on which we wil 
need your personal response. 

Unless there is something further that you would like to comment 
on at this time, I will let Mr. Reddan proceed with the Spanish loa | 
situation. 

Mr. Branp. I realize, Mr. Chairman, that the attitude of the chair. | 
man and the committee has always been to always be as considerate 
possible of the executive, and particularly with relation to the De | 
velopment Loan Fund. 

However the problem arises in connection with the hearings ree 
tive to Spain and some of the other countries which the subcommitte | 
visited, I believe beginning last September. 

In November, when I testified before the chairman, on November ll, 
if my memory serves me right, I asked if we would be permitted to 
have a copy of the transcript of the hearings because a member of the | 
staff of the DLF was not permitted to accompany the mission ant | 
take part in any of these hearings abroad, although the Managing | 
Director had asked for that consideration. | 

I felt it would be very helpful and in fact necessary to review the 
transcripts if possible before hearings were held in these countries 
Galley proofs were submitted to the Development Loan Fund on Mor 
day, which was February 29, at noon. As I told the chairman, I test | 
fied yesterday before the Foreign Affairs Committee. I have hadm| 
chance to review the hearings. : 

I believe there are substantive matters contained in the transcripts, | 
of which I should have knowledge, and also my associates should hare 
knowledge of. So we will be testifying under somewhat of a rather 
serious handicap. 

Mr. Harpy. Mr. Brand, there are one or two observations that you 
just made that don’t conform to my recollection of the situation. 

It is true that we did not get a copy of the transcript to you until 
early this week. That I regret, and I tried to explain to you ye | 
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before the meeting started that this was due to certain technical 
roblems which the committee had. And it was certainly not due to 
any inclination to delay your access to the information. 

Mr. Branp. I appreciate that, Mr. Chairman, without any doubt. 

Mr. Harpy. There were certain technical problems which I felt 
we had to clear up in connection with our own group before I could 
send these transcripts over. : 

I do not recall that the committee declined to permit DLF to have 
a representative attend the hearings. As a matter of fact, although 
we did not invite DLF to accompany us on the trip, DLF was com- 
pletely at liberty to have a representative attend all the hearings that 
were held overseas if they saw fit todoso. And, as a matter of fact, 
I had understood that you or some members of your staff did attend 
some of the hearings, did they not ? 

Mr. Branp. Mr. Chairman, I don’t want to labor the question, be- 
eause I realize the chairman has made every effort to be considerate 
in this matter. And I say that without any equivocation whatsoever. 

But I do feel that I should perhaps refresh the chairman’s mem- 
ory and in turn it may be my memory that needs refreshing. But 
my memory is that I called the chairman and suggested to him that 
jnasmuch as you were going to look into Development Loan matters, 
that it might be well if we would send at our expense a person from 
our staff to accompany the committee when it went to Spain. 

My recollection further is that you said you would like to discuss 
this with your associates on the committee and replied at a later time 
that inasmuch as Mr. Grant was going to accompany you from ICA, 
that you felt that that would be sufficient and that it wouldn’t be 
necessary to have a man from the Development Loan Fund. To the 
best of my recollection, that is what transpired. 

Mr. Harpy. I wouldn’t disagree with that. From our standpoint, 
Mr. Grant was sufficient because we were dealing with the USOM 
people over there. We had no objection at all to there being a De- 
velopment Loan Fund representative present, but I certainly didn’t 
feel that we could request that one accompany us. That was the 

int. 

Mr. Brann. I am not critical of the chairman’s attitude. 

Mr. Harpy. We had a similar situation with the Export-Import 
Bank. They wanted to send somebody with us, too. I told them 
that we couldn’t ask anybody to accompany us from the Ex-Im Bank, 
but that our meetings over there would be open to their people if 
they were there. 

Mr. Branp. I didn’t have such an understanding. I thought when it 

was declined that that would be the state of the case. But as I said, 
I don’t want to labor the matter. 
_ I merely point this out not because I feel that the chairman was 
mm any way unfair in declining the request, but I merely point out 
that we neither had the advantage of the person present nor have we 
had an opportunity to examine the transcript when called to testify 
on matters pertaining to those hearings. 

And I think I am at a tremendous disadvantage and I think that 
my staff likewise is. And I just want to make the record plain that 
we are laboring under that disadvantage. 

Mr. Harpy. Let me express again my regret that you did not get 
the copy of the hearings earlier. And let me also make this observa- 
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tion: If in the course of the hearing today, or subsequently, it j& 
velops that there is any handicap on your people in responding to 
any questions because they have not had an opportunity to considy 
this transcript, we will certainly defer such questions. 

I don’t want to embarrass anybody. I don’t want to put any ¢ 
your people at a disadvantage. And I think actually that the gue 
tions which we raise will relate to matters that can be responded y 
entirely from previous knowledge and familiarity with the files jy 
DLF. 

Mr. Branp. Thank you very much, Mr. Chairman. 

Mr. Reppan. Mr. Brand, when you were here at the last seria 
of hearings, I believe there was some discussion relative to the ling | 
of-credit approach versus the project approach. We were confinj 
ourselves primarily at that time to India. I would like to ask yoy 
sir, whether or not there is any line-of-credit approach to the Joa 
to Spain, or has there been any consideration of a line-of-credit ap. 
proach for Spain? 

Mr. Branp. My information is, Mr. Reddan, at the early momeny 
of considerations of Spanish loans there was some indication thy 
the Spanish Government would like for us to participate in thy! 
stabilization program. After consideration and study it was decide | 
by the DLF that we would approach it on a project basis rather thay 
an extension of the line of credit. 

Mr. Reppan. And that is the present policy of DLF? 

Mr. Branp. Are you talking about our activity in Spain? 

Mr. Reppan. Yes. 

Mr. Branp. It isn’t a policy matter. It is just a matter that i] 
was decided to take it on the basis of known projects rather than a lin 
of credit. 

Mr. Harpy. We have talked about this before but I wonder if 
there hasn’t been some general policy or general thinking that DL) 
loans should be on a project rather than on a general line-of-credt/ 
basis. 

Mr. Branp. I think, Mr. Chairman, that there have been com 
ments made on your side of the table to that effect. But I dont 
think it is substantiated by the congressional intent as I read iti) 
the various hearings before the Congress. 

I want to make a very clear statement, if I can, in this regani| 
because it goes back to the time when Mr. Dulles appeared befor 
the Senate Foreign Relations Committee, and I believe the date wa 
April 17, 1957. 

I happened to be present. He summed up the reasons for tlt 
Development Loan Fund which he was then suggesting for the firs| 
time. An important, if not the most significant point, I recall th! 
Secretary to have made at the time, was that the DLF would tale 
the place on a transition basis of the grant program. That as time) 
went on, instead of giving grants to a country we would make loam) 
to a country. And then those loans would be made in what later 
came to be known as the soft method. Repayment in local currenq) 
is the determining factor between hard and soft, not the nature of the 
loan. | 

And finally the transition would reach the time when the count 
would not only be able to borrow from the Export-Import Bank, bé 
finally the private capital markets of the world. 
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I carefully want to note that in that early conception of DLF it was 
not conceived that, the DLF would all of a sudden become the great 
Jender on the basis of projects. It was to carry on a program in 
existence, but on a loan basis rather than a grant basis. And the 
next step was then to take over some of the things which DLE was 
doing. And it was doing program lending as well as programs on a 

asis. 

Mr Meaper. Don’t you mean ICA ? 

Mr. Branv. I mean ICA, excuse me. Correct the record, please. 

In that conception we didn’t at that time conceive that the DLF 
would start with a project in every instance. And many countries did 
not have projects ready for submission to the DLF, and it was im- 

rtant to act in those countries from an economic standpoint as well 
as a political. Loans were made on a program basis and they will be 
made again that way, Mr. Chairman. | 

Mr. Harpy. Let’s explore that a little, for I should like the record 
to be clear on this point. It has been my impression that the project 
approach in the aid program, rather than the line-of-credit approach, 
actually stemmed from the original presentation to the Congress ; and 
that generally the intent of the Congress was that both ICA and DLF 
Joans should be made for specific purposes. It has also been my 
impression that this belief was shared by the agencies administering 
the aid programs. This impression was bolstered by a memorandum 
in June 1959 from the former Managing Director of the DLF, Am- 
bassador McIntosh, to Mr. Dillon, concerning the Spanish loan 


rogram. 

“ Branp. Can you give me the reference, Mr. Chairman, to 
the memorandum you are referring to? 

Mr. Harpy. June 11, 1959. 

Mr. Branp. I have it before me. Do you mind if I read it a 
moment ? 

Mr. Harpy. No, go ahead. 

My purpose in referring to this is that it seems to me that Ambas- 
sador McIntosh, in this memorandum, indicates that he had construed 
congressional intent to not necessarily confine loans to project-type 
loans, but that they would be emphasized. 

Mr. Branp. There is no doubt but that we and the congressional 
intent demonstrate today that we prefer projects and programs, 
but we always in our communications, at least since I have been 
the Managing Director, have referred to it as projects and programs. 

Line of credit does not destroy—and I thought I had made this very 
clear in my former testimony—the project or program approach. It 
is used at times when a country wants to know, instead of hiring 
engineers and experts to prepare a program to submit to us for $500 
million, how much are we prepared to consider if they do these things. 

In Spain, the Spanish had projects ready for consideration. And 
we felt there was no reason for a line of credit, that we already had 
them before us. 

Mr. Harpy. I don’t get that impression from Mr. MclIntosh’s 
statement. Do I misread his 

Mr. Branp. I can’t speak for Mr. McIntosh, and we are real sure 
of that. 

Mr. Harpy. What is that? 


- Branv. There is no way for me to speak for Mr. McIntosh. 
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Mr. Harpy. I understand. He does say this: 


In view of the fact that such a line of credit is contrary to the basic Approach 

of DLF * * * 

Is that an improper statement ? 
Mr. Branp. It may be used in the conception of the next paragraph, 
You will remember that the Senate Appropriations Committee pressed Mr 

Bell and myself very hard on vast commitments and a record was made ty 

the effect that these were made only under the most compelling circumstances 

In addition, both GAO and House Appropriations Committee have been concerned 

about making the commitments before projects are approved. 

I believe that the Ambassador must have had in his mind, it woul 
appear, and I hate to sit here and try to second-guess him, that hg 
didn’t feel that compelling circumstances existed, such as I jug 
referred to, that justified the line of credit on the early commitment 
approach. 

Mr. Harpy. It may be that Secretary Dillon’s reply to Mr. Mp. 
Intosh helps to clarify his thinking on this subject. I am just trying 
to see where we are, and whether or not actually there hasn’t beep 
a basic change in policy on this point down in DLF within the pag 
year. 

Maybe I don’t read Mr. Dillion’s letter correctly, and I dont 
want to paraphase it, but to me it says, in effect, that he agrees that 
the basic approach of DLF is not a “line of credit” approach, but 
here we have a special situation in Spain and maybe we should deviaty 
and forget that we have set up these criteria. 

Mr. Branp. We realize, don’t we, Mr. Chairman, that in dealing 
with the Spanish situation we did not make a line of credit. It was 
very clear that we didn’t do this. You seem to be complaining about 
our doing something that we didn’t do. 

Mr. Harpy. I am inquiring, Mr. Brand, not complaining. 

Mr. Branp. Is there something wrong in the way we handled the | 
Spanish situation, Mr. Chairman, that you are trying to get me to 
say that it was wrong some place else but right in Spain ? 

Mr. Harpy. Right at the moment I am merely trying to understand 
what this policy is with respect to granting a line of credit for virtv- 
ally any use that the recipients may decide to put it to, rather than | 
for specific projects. I am just trying to understand what the | 
policy is. 

Mr. Branp. Mr. Chairman, as far as I know, there has never been 
a time, under my management, that any line of credit or advane | 
commitment has been made, nor at any time that the DLF has been 
in existence that I know of, has any loan been made that the recipient 
may do as he pleases with it. 

And I certainly want the record to be very clear on that. No matter 
whether a line of credit, or advance commitment is made, each thing | 
that they do is carefully weighed and studied at the Development | 
Loan Fund before the funds are disbursed. 

Mr. Harpy. This problem will come up not only in connection with 
the Spanish loan, and that is one reason I want to take it up heres | 
this point, it will come up in connection with loans in other countris | 

From the records available to the subcommittee, it does not appeal | 
that the DLF has concerned itself greatly with the end uses to whith 
these loans have been applied, particularly in the case of nonproe 
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foans. My interest in this does not necessarily imply a criticism. We 
‘act want to know what the policy is. ; | 

"ih the pamphlet published by the Fund, entitled “Development 
Loan Fund,” there is a declaration of purpose and then a brief out- 
line of the Fund. The June 1959 pamphlet has, among the other 


criteria, this statement: 
Loans to be made on the basis of specific development projects from applicants. 


I note that this particular statement does not appear in the pam- 
hlet issued in February of this year. Is there any reason for that? 

Mr. Branv. Yes, Mr. Chairman. I have stated repeatedly, and I 
again repeat, that we expect in the Development Loan Fund to do 
program loaning as well as project loaning. But we certainly expect 
to give the greatest emphasis, and in all cases it is preferable from our 
standpoint, to do project lending. ea 

But at times—and India has been a very significant time, and the 
last thing I put in the record at the last hearing, and I should like to 
repeat it, that the loans in India this year are going to be considered 
under this type of an arrangement, and I will read it again, Mr. 
Chairman, so it is very clear: 

This loan is designed to meet the needs of India for the U.S. funds to finance 


imports essential to the rehabilitation and continued operation of the following 
industries— 


and then name the industries. 


Because those needs affect so many different sectors of the economy, and 
because it is so urgent to assist in meeting the needs in order to prevent a 
disastrous decline in production in India, and because the Development Loan 
Fund has satisfied itself that the goods financed by such loan are to be used 
for essential and productive purposes, the Fund is willing to make the necessary 
financing available on a program basis. 


That is the language I suggested that I would use in the Indian 
case, and you will remember we were talking about the language used 
in the preface of the memorandum in that case. 

The meaning is this: At times, as Mr. Dillon says in the memo- 
randum that you are referring to, he says this: 

Therefore neither the Export-Import Bank nor the DLF can adopt any hard- 
and-fast rule as to how they will proceed in a given case, but must look on each 
case on its merits at the time, taking into account the overall interests of the 
United States. 

Mr. Harpy. I think you should read the next sentence of the mem- 
orandum in which Mr. Dillon instructs the DLF and ICA, or whoever 
is to give testimony to congressional committees, as to the kind of 
testimony they shall give to support this point of view. 

Mr. Branp. He is the Chairman of the Board. Why shouldn’t he, 
Mr. Chairman ? 

Mr. Harpy. I didn’t say he shouldn’t do it. 

Mr. Brann. I think he has the right. And I think the implication 
is that there is something wrong in that sentence. He says this 

Mr. Harpy. If you start reading implications into every statement 
that I make, you and I are going to be in a hassle all the way through 
this, 

Mr. Brann. You remember, Mr. Chairman, at the last hearing I 
said when a witness gets into a controversial discussion with the chair- 
man he is bound to lose, and I apologize. 
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I merely want to make it clear, Mr. Chairman, the difference, li | 
the India case they are erecting, and in the process of erection, thn 


new steel plants. The capacity of those steel plants will be 3 milli 
tons of steel. By comparison, that is about one-third more thay th 
Ben Fairless capacity on the Delaware River when it was first built 
It has a larger capacity now. : 

The steel production from that has to be used and consumed ‘jp 
India if they are going to fulfill the purposes. In addition, the Tata 
works is undergoing expansion, and has expanded another million 
tons. 

The fabricators of steel need steel in semifinished goods or produets 
such as we referred to before, in order to be able to use the facilities 
of this production when it comes into being. And it is coming noy 

The Bhilai plant is under production, the Rourkela plant has jus 
started production, and the English-assisted plant has just started 
production, and the Tata plant is in production. 

In 1958 and 1959, and the same thing is true right now, the needs 
of the fabricators of steel are such in order to keep their production 
facilities going in India, and in order to get their production as fabri. 
cators up to the point where they can take the increased productiog | 
of their own mills, it is necessary for semifinished products to go into 
that economy. And that is what we financed. Maybe it is wrong in 
your conception. It is not wrong in ours. 

Mr. Harpy. Let me interrupt you and ask you this: 

Maybe that is what you financed. Was it the thought that what was 
going to be financed : 
~ Mr. Branp. I grant you there is a reference in the preamble to the 
loan memo, that it says something else. But when you got into i | 
body of the paper you can see very easily that that is what we wer | 
financing. 

Mr. Harpy. Let’s boil it down to this | 

Mr. Branp. And I think it was a mistake for the preamble to » 
state. But I don’t think it was a substantive mistake. 

Mr. Harpy. Let’s talk about the general subject matter here nov. 
The point, it seems to me, is this: In a good many cases the question 
of specific projects, or uses to be made of the loan, are generated after 
the loan has been committed, and the loan is not granted on the basis 
of what they plan todo withit. Isn’t it true that a great many of yout | 
loans are made to support budget deficits, and then an effort is made 
to find projects or specific uses which conform to your criteria! 

Mr. Branp. Would you be kind enough to refer to one specili 
case ? 

Mr. Harpy. Let me read you a statement from the GAO report. 

Mr. Branp. What GAO report? 

Mr. Harpy. We received the report yesterday. It was submittel 

to the Speaker on February 29. In the opening paragraph on pag 
24 of that report they say, “Our review”—this is under the heading, 
“Loans Pursuant to Advance Commitments”— 
Our review disclosed that several loans approved in the fiscal year 1959 origi 
nated from advance commitments to borrowing countries and the designated 
development activities covered by the loans were selected principally to imple | 
ment these commitments. 


Actually, that is the kind of thing that I was trying to —— | 
the beginning concerning the Spanish loans. That is the kind ot | 
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thing that we are going to be inquiring about in connection with the 
s to Israel, and perhaps also in these other loans. me) 
a n't know whether DLF has concerned itself with that particular 
eaten, or the extent to which it is actually applied. . 
Mr. BranD. If you are referring to the—page 24, you say, of the 
GAO report ae 


Mr. Harpy. Y es. i ‘ bo - ‘ 7 iv 
Mr. Branp. I have in my hands a copy of this report that was given 


to me at 8 o’clock last night. And then I think we are asked to testify 
to matters of which the officials of the Development Loan Fund have 
not had adequate time toreview. 

Mr. Harpy. Mr. Brand, your position 

Mr. Branp. I am just making a comment. 

Mr. Harpy. I want to comment on that comment because I don’t 
think it is well —. This report was presented by GAO to DLF 

its clearance months ago. f 
at ee I made a long five-page comment last week, I think 
it was Thursday, to what you are referring to, and as far as I know 
I don’t know whether it is included in this report or not, because I 

en’t seen the report. 
a sane They are included in here, I believe, at page 30. I 
haven’t had a chance to study this report either. 

Mr. Brann. We both have that disadvantage, Mr. Chairman. 

Mr. Harpy. I think you have me at a disadvantage because you 
have had access to it before. GAO doesn’t publish these reports 
without submitting them to the concerned agency for comment. And 
they didn’t publish this one until they had submitted it to your people 
for analysis and study, and they published your comments along with 
the report. So I am at a disadvantage there. But that is beside the 
point. The only reason I read that p.ragraph 

Mr. Branp. May I have the opportunity to read the page you are 
referring to? I haven’t had that opportunity. 

Mr. Harpy. Page 24. It is the top paragraph on that page; and 
the only reason I read it is because it is pertinent to the very thing 
that we were pursuing this morning. It is GAO’s expression, but 
it is comparable, and it does not, incidentally, relate to the loans in 
the countries that we are concerned with here today. That is why 
it is more significant to me. 

Mr. Branp. Now, may I ask the reporter to read the question the 
chairman propounded ? 

Mr. Harpy. I think I can restate it. 

My question was: Do you know the extent to which DLF loans are 
made on the basis of commitments and projects are subsequently 
sought to provide a justification ? 

In other words, let me put it another way: To what extent are DLF 
loans made to furnish bestia support which a country lacks, and then 
justification is sought to support that loan? 

Mr. Branp. Let me first comment, Mr. Chairman, that as far as 
I know in the handling of DLF matters the budget deficit assistance 
isnot a matter of concern at the DLF, nor is it given any consideration. 
, Let me discuss the Argentina loan, to which the examiner refers 
in the GAO report that you have just read, the first paragraph. He 
goes on to say in the second paragraph: 
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We observed two major loans in this category, one for $47.5 million to I 
and the other for about $25 million to Argentina. These loans had their Zen eg 
in estimated budget deficits of the recipient countries for their fiscal year 4 
calling for advance commitments in amounts approximately sufficient to Cover 
the deficits, a basis of assistance similar to that used in supporting an annual 
level of aid. 

We might point out first that the Government of the United Staty 
was not giving Argentina any aid funds, and had established no level 
of aid to Argentina. So the examiner had the disability of not knoy. 
ing his facts when he wrote this comment. 

Secondly, the assistance we gave to Argentina was a part of a pack 
age of $329 million comprised of the Monetary Fund of $75 million 
the U.S. Treasury of $50 million, the Export-Import Bank of $195 
million, 10 private American banks, and 1 foreign bank, the Roy, 
Bank of Canada, making it 11, and their assistance was $54 million, 
If you add those figures up I believe it comes to $329 million, 

At no time was that package loan the assistance of the DLF, } 
was less than 10 percent of the assistance by the DLF. It was ng 
conceived as a budgetary support for the Argentine. It was cop 
ceived to keep their economy running by bringing into their country 
necessary and essential imports. 

If you will look at the documentation, Mr. Chairman, of the matters 
financed by both the Export-Import Bank and us, you will find that 
they were restricted completely to the importation of things into the 
country of Argentina for the payment of goods in that respect and 
not for any other budget purpose. 

Mr. Harpy. We haven’t examined the Argentine loan. The only 
reason I referred to GAO’s comments is because it is related to the 
point I was trying to explore in connection with the loan to Spain, and | 
some of the others. 

You have indicated that the facts in the Argentine loan which GAO 
had are not entirely accurate. I cannot comment on that, as we have | 
not examined that loan. | 

I would like to get back to the question which I asked earlier, and 
I will try to phrase it so you can give a yes or no answer. 

Does DLF consider applications for loans that are to be used to sup | 


port a country’s budget and then seek to justify those loans on the | 
grounds of specific purposes for which they will be used ? | 

Mr. Brann. The answer is “No,” Mr. Chairman. 

Mr. Harpy. That isa good unequivocal answer. 

To carry it a step further, does DLF consider loan applications 
based on a general line of credit, and, having reached a commitment 
on the amount of a loan, then undertake to support that loan for spe 
cific purposes for which it will be used ? 

Mr. Branp. The words that you use, Mr. Chairman, “make an effort 
to support the loan”—— 

Mr. Harpy. Iam not proud of them. 

Mr. Branp. The answer is absolutely “No,” too. The whole cor 
ception is to encourage the economic development in a country. By 
that we mean that they should have projects and programs in hant 
that will contribute to measurable ways in their economic progres 
We at times have made loans by authorizing advance commitment | 
that will encourage them to do all the things that are necessary— 
engineering, such as required by 517 of our act—the economic studies 
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that are necessary to do many of these things—such as large power 
rojects, irrigation projects—and then our disposition is that once 
those projects are engineered, and the economic feasibility is ascer- 
tained, then we come to the point of making the loan. But the line of 
eredit is not a loan, and no money is disbursed under the line of credit. 
It takes this second step which I am afraid the committee does not 
fully understand, and I take the responsibility on myself because I 
do not think I have adequately made the explanation that the loan 
comes when the project or the program is financed, and not when the 
line of credit is extended. 1 

It is very similar to a personal matter, You go to the bank and 
say next year I expect to do such-and-such. And I should like to have 
q line of credit so that I can make my plans accordingly. _ 

Mr. Harpy. Let me see if I can get at this thing in just a little 
different way, to try to understand it. 

GAO referred to advance commitments. I tried to narrow it down 
a little bit and put it on the basis of budget support, whether it is 
budget support or what it is. af 

Let’s get back to the advance commitments proposition. 

The two loans that were involved in the paragraph in the report 
I read a while ago were Argentina and Iran. 

It seems to me that there is a corollary question that maybe we 
need toclear up here. 

In the first paragraph of the report, GAO, concerning the Argen- 
tine loan, on page 30 of its report, has this to say, and this has to 
do with your comment on the loan: 


DLF advises— 
reading from the GAO report— 


that advance commitments generally are employed only in a few situations and 
under special and compelling circumstances. In the case of both Iran and 
Argentina, the Fund refers to reasons of foreign policy which were instrumental 
in making the commitments in question. 

Is that a correct reflection % 

Mr. Brann. Yes, sir; that is. 

Mr. Harpy. It says: 


DLF advises that advance commitments are employed only in a few situa- 
tions and under special and compelling circumstances. 


It seemed to us that a great many of these loans have had some 
aspects of this same thing. I don’t want to suggest that this is im- 
proper, but I would like to know the extent to which it reflects a gen- 
eral action on the part of the DLF. Do you have any breakdown or 
any analysis to indicate how many existing loans were generated by 
specific needs for specific undertakings, rather than by commitment 
which was subsequently supported by specifics ? 

Mr. Branp. No, I haven’t, Mr. Chairman, but I will be happy to 
submit that information for the record. 

_Mr. Harpy. The information, when received, will, without objec- 
tion, be inserted at this point in the record. 

(The requested information follows 3 


STATEMENT AS TO DLF Loans MADE PURSUANT TO PRIOR COMMITMENTS 


1. All DLF loans have been made to finance specific needs. In some cases these 
loans were made pursuant to advance commitments; they were not, however, 
48437—60——_34 
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generated by these commitments. DLF has been able to work out the 
projects and programs it has financed pursuant to commitments at its own Dace 
without reference to fiscal year limitations, since DLF funds have MUltiyegy 
availability and there has been no problem that funds would lapse if projects and 
programs were not selected within a given period. 

2. The commitments DLF has made were described a year ago in hearings of 
the Senate Appropriations Committee on the second supplemental appropriation 
bill for 1959 in which a supplemental appropriation for DLF was included, The 
statement made as to these commitments appears at pages 673-674 of the 
transcript of the hearings and is as follows: 

“Within its $700 million of available capital, the Development Loan Fund Made 
three loan commitments in advance of receipt of specific project applications 
These commitments were, however, contingent on subsequent approval by the 
DLF of specific projects. The commitments were as follows: 


Specific 


“PHILIPPINES 


“When the President of the Philippines visited the United States in the Summer 
of 1958, a statement was issued by the President effectively committing the DIP 
to lend to the Philippines $50 million for specific projects subject to the appropri- 
ation of sufficient funds by the Congress and the submission of satisfactory 
projects. A $75 million commitment of Export-Import Bank funds was made g 
the same time. Since that time, after some delay, the DLF has received q 
substantial number of applications from the Philippines and has approve 
$23,750,000 in specific projects and is continuing the review and appraisal of 
projects against the balance of the total commitment. 


“IRAN 


“During 1958, it was found to be in the interest of the United States to commit 
$40 million to the plan organization of Iran subject to the approval by the DLP 
of specific projects. After considerable negotiation and interchange, specific proj: 
ects were submitted and agreement on projects to be financed was reached in 
June 1958, subject to the submission of detailed information. A detailed loan 
for the selected projects was concluded in January 1959. 


“LEBANON 


“It was also found to be in the interest of the United States to commit # 
million of DLF capital to Lebanon for projects in the private sector. Reviewof 
specific projects is continuing against the total commitment.” 

(The commitments the DLF has made pursuant to plans for multilateral assist. 
ance were described in the same statement as follows:) 

“In addition, the DLF engaged in a number of joint operations with other insti- 
tutions and governments. In these instances, project applications had been sub 
mitted prior to commitment and analysis had been undertaken by DLF staff 
The staff had reached preliminary conclusions on the projects, it was prepared to 
recommend to the Board for approval. However, because of the joint nature of 
the operations and the need to consider the financing plans and requirements of 
the other United States and international agencies, final selection of the projects 
followed the formal making of the commitment. These joint operations were w& 
follows: 


“TURKEY 


“The DLF joined several member countries of the Organization for European 
Economic Cooperation and the Export-Import Bank in a multilateral transactio 
which was designed to place the development efforts of the Turkish economy 
a more stable basis. The joint action resulted from an intensive study of the 
current economic problems in Turkey by the OEEC and involved reciprocal under 
takings by the Turkish Government with regard to the operation of its internal 
economic affairs. When the DLF commitment of $37.5 million was made, the 
DLF already had on hand a substantial number of applications from Turkey 
which were well in excess of the commitment figure. In fact, the DLF had 
number of projects under intensive review before the decision was made to engage 
in a joint operation. As of March 31, 1959, the DLF had approved out of the 
projects which were on hand prior to issuance of the commitment and from 
projects subsequently received, a total of $21.5 million for specific projects, ani 
review was continuing on additional projects against the $16 million balance 
remaining on the commitment. 
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“INDIA 


“In a joint effort to meet urgent project requirements under the second 5-year 
plan of India, the DLF issued, concurrently with a $150 million commitment 
py the Export-Import Bank, a $75 million commitment to the Government of India 
early in 1958 contingent on the approval of specific projects. The DLF commit- 
ment followed by some months the ‘presentation to the DLF of a list of projects 
well in excess of this amount and the DLF had decided on a preliminary basis 
on the projects it would finance. These decisions were later modified as a result 
of the joint operation. Agreement on the project content of the loan followed the 
commitment in a very short time. ; 

“When it became evident in mid-1958 that the second 5-year plan of India 
contained substantial additional foreign exchange gaps in the financing of its 
project requirements, a meeting of potential lender nations was convened by the 
IBRD to examine the situation. After extensive study of India’s project financing 
problems, the participants from the United Kingdom, Germany, Japan, and 
Canada, and the IBRD, agreed to lend $275 million to the Indian Government 
and the United States agreed to lend $100 million through the Development 
Loan Fund as a part of the joint operation. When the aforementioned meeting 
was convened by the IBRD, the DLF had on hand project applications well in 
excess of the ultimate commitment and agreement on the specific projects to be 
financed, was virtually, although not entirely, completed when the commitment 
was publicly disclosed. 

“ARGENTINA 


“Aga result of a study in late 1958 by the International Monetary Fund (IMF) 
of the balance of payments problems impeding the current operation and develop- 
ment of the Argentine economy, the DLF committed $24,750,000 of its funds for 
Argentine projects in the fields of power, transport, and heavy industry. Formal 
discussions were conducted over a period of time prior to issuance of the commit- 
ment in which the project requirements of Argentina were discussed extensively. 
This commitment was coupled with concurrent contributions from the IMF, 
several U.S. banks, the U.S. Treasury and the Export-Import Bank, described 
elsewhere in this transcript. The undertaking was associated with specific 
measures recommended by the IMF for the operation of the Argentine economy.” 

8. The loans made pursuant to these commitments are as follows: 


Country : 

Philippines : Amount 
Small industries loan fund (DLF Loan No. 59)_____________ $5, 000, 000 
Roads and bridges, and rehabilitation of equipment (DLF 

a a cals i At ee 18, 750, 000 
Bamboo pulp and paper project (Bataan) (DLF Loan No. 

MP ieee Sh Sah thle al id ate ak sh ee 5, 300, 000 
Portland cement project (Mindanao) (DLF Loan No. 92)___ 3, 700, 000 
Bagasse pulp and paper project (Baguio) ___.___.____--_____ 5, 300, 000 

Iran: Plan organization projects (DLF Loan No. 34) _-.________ 47, 500, 000 

Lebanon : Development bank (DLF Loan No. 99)__-____________ 5, 000, 000 

Turkey : 

Industrial Development Bank (DLF Loan No, 11)_----_-___ 10, 000, 000 
Aerial mineral survey (DLF Loan No. 53) ---------__-___ 900, 000 
Turkish coal enterprises, Zonguldak (DLF Loan No. 70)-_-- 14, 500, 000 
Plastics and related chemicals (DLF Loan No. 71)_-__---~ 6, 100, 000 
Koruma insecticide plant (DLF Loan No. 87)_----_--_____ 2, 800, 000 
a Etibank-electric power distribution (DLF Loan No. 98)__-_ 7, 000, 000 
ndia : 
ND CRUE MsOM TR TAD, DB) noah eeeereseccrentvnicieetinebberals 40, 000, 000 
Roads, cement, jute, and refractories (DLF Loan No. 3)____ 35, 000, 000 
24 railway loan (DLF Loan No. 12) _--_-----____-_______ 35, 000, 000 
Steel imports for public sector projects (DLF Loan No. 

ROS ebcsocuews Si ck ea Sete lees. its does a aah 18, 000, 000 
Steel imports for private sector projects (DLF Loan No 

SIT aietietiRt Is nia cennlinrdinnmediin tind mene basiiahtees memimaninemmentaatiamininenemen SE 
Public power development (DLF Loan No. 21)______ oo 10, 000, 000 
Capital equipment for private industries (DLF Loan No. 


uraeepenmrmcnaee ESE 6c Shri oo: ht eds ba es oe SE we Rds in Boe 15, 000, 000 
Argentina: Banco Centrale (DLF Loan No. 60)_--____________ 24, 750, 000 
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Mr. Branp. I might point out that the GAO report concerns som, 
63 different loans, and they make comments only in regard to 7, in th 
manner in which the chairman refers to. So our batting average jg 
about 90 percent. That means 10 percent is a guide to what you gy 
referring to. 

So it is the minor exception rather than a major activity of th 
Development Loan Fund, although I don’t see anything wrong wit) 
it myself. I support the idea of doing this when the compelling 
circumstances exist. 

I think they exist m Argentina, and I think they exist in Tran, and 
I think they exist in India, to be specific. 

Mr. Harpy. You think they also exist in Spain and Israel? 

Mr. Branp. We didn’t do it in Spain. And I didn’t think they 
exist—just to the contrary, I was trying to point out to the committe, 
just to the contrary in Spain. They had projects and were able ty 
submit them to us. So it wasn’t necessary there. 

I might point out on the reference to budget support that any for. 
eign loan has the reflection of having something to do with a foreign 
budget. 

Mr. Harpy. Actually on the Spanish proposition, didn’t DLF ge. 
tually approve the Spanish package plan and then go back and ask 
for projects that could be used to implement it ? 

Mr. Branp. My knowledge is that that is exactly what we refused 
to do, and the record so shows. 

Mr. Harpy. That is what we are trying to establish, what the record 
does show. 

.Mr. Branp. Yes, I think the record does show that. The com- 
munications in our file show that because they had some projects to 
submit to us at that time 





Mr. Harpy. Hadn’t DLF already determined the amount they were 


going to let them have? 
Mr. Branp. I wasn’t there, Mr. Chairman. 


The reference was to a June 22, 1959, memorandum from Mr, | 


McIntosh on the subject of the Spanish package aid arrangements, 

That was the reply from Mr. Dillon to a letter memorandum of 
June 7 from Mr. McIntosh to Mr. Dillon. At that time both the 
Renfe and irrigation loan, amounting to about $23 million, had been 
made to Spain. My recollection is that the Spanish asked them for 
a line of credit, for an additional amount, and it was rejected. 


May I finish the comment which I was making on budget assistance, | 


and I want to get this very clear. All loans have an impact on 
budgets of foreign governments. If they have a shortage of dollars, 
it is a budgetary shortage of dollars, too; and the loans have some 
impact. They also have an impact whether it is a project, program, 
or anything else, on balance of payments, because they supply dollars 
that weren't there. 


I want to make it clear that the distinction that I am trying to point | 


out is that we are not motivated at the start by assisting a govern 
ment’s budget. We are motivated by an economic purpose to be 
accomplished in the country, and would like to do it in all cases in 
projects and programs; as distinguished from balance of payments 
or budgetary support. 

Mr. Reppan. Mr. Brand, in this little Development Loan Fund 
pamphlet, which is dated February 1960, it states on page 5 that 
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“Currencies of repayment and other terms of repayment will be 
handled on a case-by-case basis.” With respect to Spain, is the type 
of currency repayment on a case-to-case basis, or has a general policy 
been established with respect to Spain? — : 

Mr. Branp. Generally speaking we decide every loan on just exactly 
that way you are talking about. In Spain, in conversations with the 
Export-Import Bank, both at the time I was Director of the Export- 
Import Bank and now, I have generally stated that consideration will 
be given to Spain more or less on a peseta repayment basis, because the 
Bank is active there, and the more dollar repayments we take, the 
less activity the Export-Import Bank may be expected to take. The 
economy of Spain is such that justifies, in Europe today, pesta repay- 
ment. And while those general conversations have been held in re- 

to repayment facilities, I think it is necessary that they should be 
held. I think it is perfectly consistent with our coordination between 
the two agencies so that they know about what we are planning to do 
in the next months ahead, and we know what the Export-Import Bank 
js planning to do months ahead. ' 
3ut the determination is always made by the Board of Directors on 
a case-by-case method. 

And if that is any different, it is in error in the statement you are 
reading from. But I think that is exactly what it says. 

Mr. Reppan. The question was raised in my mind by this entry in 
the minutes of the eighth meeting of the Loan Committee of the 
Development Loan Fund; on March 7, 1958; where it says in part: 
The progress report of the staff study group on Spain— 
youare familiar with that group, are you not? 

Mr. Branp. Yes. 

Mr. Reppan. That was set up at the suggestion of Mr. Waugh? 

Mr. Branp. Yes. I served on that Committee. 

Mr. Reppan. “The progress report of the staff study group on Spain 
was noted. The Loan Committee approved the recommendation of 
the study group that at this time any loans made by the Development 
Loan Fund for Spain should be repayable in pesetas and that the 
capacity of Spain to service external debt should be kept under peri- 
odic review.” 

That indicates to me that instead of a case-by-case basis, a policy was 
established at that time that all loans to Spain would be repayable in 
pesetas, 

Mr. Branp. We were discussing the two loans that we made shortly 
thereafter at that time. It may have that implication for you, Mr. 
Reddan, but it doesn’t for me. 

Mr. Harpy. That is what he asked you, if he is misinterpreting it. 

Mr. Branp. I can only repeat myself: Every loan that has been 
made to Spain, or any other country, the determination is made by the 
Board of Directors at the time the loan is made, and not based on an 
ad hoc committee such as you are referring to, because it is completely 
adhoc. I wouldn’t have been on it if it hadn’t been ad hoc. I was not 
either a Director of the Development Loan Fund or a member of its 
Loan Committee. This was an intergovernmental agency called an 
ad hoc committee that has no jurisdiction. 

Mr. Reppan. Thereafter a loan application from G. E. Espanola 
was considered by DLF, was it not ? 
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Mr. Branp. Yes. 

Mr. Reppan. And your files indicate that in a memorandum of the | 
staff screening committee, which is dated April 15, 1959, the recon, 
mendation was made that repayments should be made in dollars on 
that loan, rather than in pesetas. 

Mr, Branp. I think it 1s the proof of the position I have taken thy 
we didn’t have any general policy, that we changed as times won 
along. One day we would decide maybe it might be one way, ands 
months later it might be another way, depending upon the economie 
and dollar position of the country. 

Mr. Harpy. Was that one repayable in dollars or pesetas? 

Mr. Brann. It was not made. 

Mr. Reppan. The loan was approved however, was it not? 

Mr. Branp. I think the loan was approved but it was never mad 

Mr. Reppan. The loan was approved for repayment in pesetas, Was 
it not? 

Mr. Branp. I don’t remember. 

I am informed that that is correct, Mr. Reddan. 

Mr. Reppan. I notice that on the first page of this draft that I p. 
ferred to it raises a policy issue and says: 


There is opposition in other U.S. agencies, particularly Export-Import Bank, 
to making any DLF loans to Spain repayable in dollars. 


And then on page 10 of the memorandum it says this, in part: 


The position of Export-Import Bank in this matter is that it is willing tp 
invest in sound Spanish projects up to the limit of Spain’s dollar repayment | 
eapacity. Therefore they hold that any loan, however small, made by the DIP 
and repayable in dollars, by diminishing the repayment capacity of Spain would 
automatically diminish the extent to which that institution could invest » 
Spanish projects. For this reason the bank is opposed to dollar repayments for | 
any DLF loans to Spain. 





I would like to ask you, sir, in that connection, to what extent is 
DLF controlled by Export-Import wishes on the question of DLF 
exercising its legislative authority to require repayment in dollar 
where in its own opinion it thinks that that is possible. 

Mr. Branp. There are two points, Mr. Reddan, involved. One 3 | 
that Mr. Waugh was on our Board of Directors, and the Congress sav | 
fit to place the President and Chairman of the Board of the Ex-In | 
Bank on our Board of Directors. But the Ex-Im Bank does not have | 
the authority to approve or disapprove of our loans. It is the Board 
of Directors, comprised of five members, which approves or disap 
proves our loans. 

Secondly, the Ex-Im Bank had the opportunity to make the leanin 
question, repayable in dollars or any way it wants to make the loan. | 
If it decides not to consider the loan, it has not a veto in any respect | 
to any other agency, including DLF. It merely says that they dont | 
want to make the loan. | 

Mr. Harpy. On this matter of policy with respect to repayment, | 
the Ex-Im Bank does it through its membership on the Board, and 
then the Board will have to decide whether the Ex-Im Banks 
presentation was controlling. 

Mr. Branp. That is right, Mr. Chairman. 

Mr. Reppan. This loan application was in the private sector I 
Spain, was it not? 


Mr. Brann. Yes. 
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Mr. Reppan. And you say this loan was not made? 

Mr. Branp. It was not made, no. 

The facts as I understand it, although most of this happened when 
I was not at DLF—are these: That involved in the procurement or 
the foreign exchange cost of the project were certain products which 
the Germans offered to supply and to finance. As time went on, 
when the negotiations with the Germans transpired, the Spanish de- 
cided the terms that the Germans were offering were not such as 
might be acceptable by the Spanish. At that particular time our 

rocurement policy was changed T am referring to the date now of 
October 20, 1959—where we decided to give primary emphasis on pro- 
curement in the United States of goods and services that are to be 
financed by our loans. 

The procurement in this case was for the most part offshore, and 
therefore the Spanish decided they would rather not accept the loan 
and would buy in a different country and accept their financing, is my 
understanding. 5 i iy 

Mr. Harpy. If Mr. Perry is more familiar with it and if it occurred 
before you took over 

Mr. Branp. It is sort of a halfway thing, Mr. Chairman. Part of 
it while I was not Managing Director, and the latter part is while 
I was Managing Director. I think I am competent to testify on this 
particular case. — 

Mr. Harpy. It is not a question of competency. 

Mr. Branp. I was going to add that the concern decided at a later 
time—this was after my visit to Spain when I talked to these gentle- 
men—that because of general economic conditions in Spain they 
didn’t want to go forward with the project at all. So it is not being 
pursued. ; 

Mr. Harpy. Would it be correct to say that in the final analysis 
the prospective borrower decided not to borrow, or not to take the 
loan, because he wanted to make his purchases somewhere else and 
that loan would have required that he buy in America. 

Mr. Branp. That was part of it. But today the conclusion was 
made by the borrower that he didn’t want to borrow at all. 

Mr. Harpy. I had thought that the history of that loan indicated 
that there had been an offer of a line of credit by perhaps a German 
bank, for the purchase of certain of the equipment which the borrower 
wanted, through German firms, but that the borrower at that time 
wasn’t enthusiastic about the German lender. I didn’t know what 
on after that. 

Mr, Brann. On December 17, 1959, the managing director of Elec- 
trica Espanola wrote us—I will put the entire letter in the record but 


the only important part refers to the chairman’s question—is this 
comment : 








These alterations in the conditions of the DLF loans— 
by that he means the change in our procurement policy— 


justified by reasons that we fully understand, and the fact that the present 
situation of foreign currency in Spain makes it possible for us to buy the 


— in Europe, have led us to the decision of declining your offer of this 
oan, 


Mr. Harpy, Thank you, sir. Go ahead. 
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Mr. Reppan. Do you have any other loans in the private sector jy 
Spain at the present time? 

Mr. Branp. We have just made one to another electric concn, 
Madrilena, about 6 or 7 weeks ago. 

Mr. Reppan. Is that a private company or is that a public seryig 
company ¢ 

Mr. Branp. Completely private; 100 percent private. 

Mr. Reppan. Is that to build a dam on the Tagus River outside ¢ 
Madrid? 

Mr. Branp. Yes, sir. 

Mr. Reppan. I would like to come next to the Renfe loan. Why 
is the total amount of that loan at the present time? Has it beg 
increased over the $14,820,000 ? 

Mr. Branv. No; that is the total amount. 

Mr. Reppan. As I understand, the proceeds of that loan are to 
used for repairing certain portions of the bed of the Spanish railroad 
is that right? 

Mr. Branp. It is not in the context of repairing railroads. It js 
to supply needed facilities and equipment for the maintenance of th 
railroad as well as new railroad. 

Mr. Reppan. In addition to ties and rails, what else will the Jog 
supply ? 

Mr. Branp. I am trying to get a list of them, Mr. Chairman, | 
can submit it in Spanish but I can’t read it. 

Mr. Reppan Is there anything besides rails and ties? 

Mr. Branp. Yes; there are several items. 

Mr. Reppan. Significant items? | 

Mr. Brann. The record will show that I am looking at my record | 


to determine this point. I will be happy—because I was not present | 


in these negotiations or at the Development Loan Fund when this | 
was undertaken—to have the information for you in a moment. 
The items are 52,000 tons of heavy rail, 400 complete switches, 
20,000 large sized crossties for switches, 1,230,000 ordinary crossties, | 
That total is $13,820,000. That is under a subcategory of track r 
newal, four track sections totaling 464 kilometers, 288 miles of track 
Category 2: Mechanization of two quarries, including crushing 
plant, shovels, dumpers, compressor, drill, and spares, $590,000. 





Category No. 3: Mechanical equipment and material for track | 


work, including weedmg train, tamping machines, individual 


tampers, drills for ties and rails, rail saws, curvature computers, ral | 


handling sets, welding rods and molds, rail lubricators, and detecting 
equipment, $410,000. 


That brings the total to $14,820,000, which is the size of the of 


Mr. Harpy. So that whole thing relates to track renewal. 


ries 





Mr. Harpy. What will they do with the quarries? Use that for | 


ballast, I suppose ? 

Mr. Branp. That can be for new track, Mr. Chairman, just as wel 
as for old track. But I don’t know the distinction the chairman 
is trying to reach. 

Mr. Harpy. I am not trying to make any distinction. 

Mr. Branp. As far as I. know it was all for the maintenanca, as! 
said before, of the railroads; Renfe railroads. 





Mr. Branp. I don’t think that the mechanization of two quat | 
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Mr. Monacan. $13 million is for switches, rails, and ties? 

Mr. Branp. Yes. That could be used for new or it could be used 
for renewal purposes. I think some new switches were added in the 
system, as I remember hearing them discuss it in Spain. ha 
"Mr. Reppan. Do you know whether or not this renewal or rehabili- 
tation of the Spanish railroads is sufficient to keep pace with the 
deterioration of the existing lines in Spain : 

Mr. Branp. Our information 1s that this loan contributed to the 
maintenance of the railroads, but was not a solution to all of their 

Se seer I wonder if we could get a little more specific answer 

t. 
ein. I don’t think that I can be more specific, 

Mr. Harpy. Maybe Mr. Perry can be. 

Mr. Branp. This just one section of the railroads of Spain. He 
made this a general statement. I don’t think it responds to the whole 
maintenance system of all the railroads in Spain. I am perfectly can- 
did and honest about it. Why should I claim differently? It doesn’t. 
This isn’t the only railorad in Spain or the only section of railroad in 
Spain. This is a very small amount, 460 kilometers, 288 miles. There 
are well over several thousand miles of railroad in Spain. 

Mr. Reppan. My question was occasioned by testimony 

Mr. Brann. Maybe I misunderstand your question, Mr. Reddan, 

Mr. Harpy. Well, I don’t understand your answer. Let’s see if we 
can start over. 

Mr. Reppan. Let me put it this way: Do you know, Mr. Brand, 
whether or not the Spanish railroads were falling apart faster than 
they could be repaired at the time of the loan application ? 

Mr. Brann. I have no knowledge on that question. 

Mr. Reppan. Before the loan was made, was any engineering study 
made or any survey made to determine whether or not this loan which 
DLF was making would actually offset the deterioration of the Span- 
ish railroad ? 

Mr. Harpy. Let’s ask Mr. Perry to answer that directly, because I 
think he has a more personal familiarity with that than you. 

Can you answer that, Mr. Perry ? 

Mr, Perry, We had reports from an ICA representative who had 
been in Spain which dealt with the ability of the Spanish railway to 
keep pace with its maintenance program. Those reports were avail- 
able. In addition, we consulted Mr. Robert Moorman, who is now our 
chief engineer, who at that time was assistant chief engineer of the 
Export-Import Bank and who recently had handled a loan for an 
almost identical purpose with Renfe. So we did have the benefit of 
the reports Sexier the Americans as well as the information that was 
contained in the project report itself. 

Mr. Harpy. Let’s get back to this specific loan, Mr. Perry. 

The purpose of the major part of the loan was given as track 


renewal. I take it that was designed to be applied to one particular 
section of track ? 


Mr. Perry. There were four sections of track. 

Mr. Harpy. In any event there was specified trackage that this 
major part was to be applied to. Do you have any knowledge as to 
the purposes for which the remaining funds were to be employed; 
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$590,000 for the mechanization of two quarries and $210,000 for equi 
ment in connection with track work. Was that to be applied parti, 
ularly to the four sections which would be renewed, or was it mo 
generally for use on all of the trackage ¢ 

Mr. Branp. It was for the four sections. The part that wag fo 
general use throughout the system were some of these ties. 

Mr. Harpy. Some of the ties ? 

Mr. Perry. Some of the ties were to be used generally throughoy 
the system. 

Mr. Harpy. Those ties then were included in the amount of th 
$13,820,000 which was the major part of the loan, is that correct! 

Mr. Perry. That is correct. 

Mr. Harpy. So that the entire amount of that loan was not jp. 
tended for exclusive use on those four sections which were to ly 
renewed ? 

Mr. Perry. That is correct. 

Mr. Harpy. I am merely trying to understand this, and I dont 
want anybody to draw any inferences that I am trying to suggest any 
specific criticism or anything else; I want to understand, if I can, what 
happened and why it happened. 

Now, with respect to the subsequent question that Mr. Redda 
raised: Was there any indication that with the amount of ties ip. 
cluded in the loan, which were available for use in other sections of 
Spain, plus their own ability to maintain their track, was there any 
indication that there was any chance that the railroads would continte 


2 


on a reasonable maintenance, or were they going to continue to decline | 


in their ability to handle traffic? 

Mr. Perry. There was a feeling—it was the finding of the persons 
who had studied this that there should be additional tie replacement 
beyond that which would be provided for under their normal resources 


and under the loan agreement here. But I would like to make the | 


analogy that if a person has a house which needs a given number of 
things to be repaired, perhaps it isn’t possible to repair all of them at 
a given time. One goes ahead then with the amount of repair that 
he can do at any one given time. 

Mr. Harpy. I am not suggesting that we should have increased 


| 


this loan by twice the amount in order that they can do it. I am | 


trying to understand what the situation was. 


Is it your testimony that in spite of the fact that there was some | 
provision in this loan for ties to be used for maintenance of other | 


parts of the track, that overall it was anticipated that the condition 
of that trackage would continue to get worse ? 

Mr. Perry. I would put it differently, that there was need for 
additional tie replacement beyond that which we were providing for 
here. 

Mr. Harpy. I am not talking about need, but the overall condition 
of the trackage. I had gotten the impression that the engineers who 
examined this said—and I want to know whether it is a fact or not— 

Mr. Perry. The answer is “No,” there would not be further de 
terioration. 

Mr. Harpy. There would not be further deterioration ? 

Mr. Perry. On the track. 
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Mr. Harpy. They would be able to maintain the track in at least 
the status quo with the loans which we were making, plus their own 
efforts! i : 

Mr. Perry. We are referring to that part of it where the work 
would be done on the work we were financing, there would not be 

ioration. 
eo I didn’t understand that the ties that were included in 
the loan for general maintenance of other tracks were designated as 
toa particular point of use. Isthat right? ’ 

Let Mr. Obst sit down. If he knows the answer, we are looking 
for it. aki 7 

Mr. Perry. We are looking in our record for the portion where the 
ties will be used. There are specific sections where the ties will be 
used, in addition to four replacement areas. oo 

Mr. Harpy. And it is your testimony that in those specific sections 
where these new ties will be employed, that trackage will be improved ? 

Mr. Perry. That is correct. 

Mr. Harpy. And maintained in satisfactory condition under the 

nt program ¢ 
we Tan Isn’t the question, Mr. Chairman, not the effect on 
this particular section, but the economic feasibility of making a loan 
which, in view of the general policies of operation of the Spanish 
railroad, will not have a substantial permanent effect in improving 
the situation of that railroad in the country ? 

That is the question as I see it from the hearings that we had in 
Madrid. That is, with reference to railroad ties, there is a deteriora- 
tion of 2 million ties a year, as I recall. Replacements are 1 million 
ties a year. And the Spanish managing authorities insist on extend- 
ing spur routes even though there is no economic justification for 
the extension of these routes, and they discourage motor transporta- 
tion, the development of trucking and other more modern means of 
transportation; they are taking over and consolidating all private 
railroad lines. So that in view of all this, is it economically feasible 
for us to put this money into a program which has only a small effect 
on the overall problem of the Spanish railroads? 

Mr. Harpy. It may be, if you will permit an observation, that this 
is a question that can’t be too thoroughly discussed on the basis of 
the background knowledge of what was under consideration at the 
time the loan was made, or in the administration of the loan. I don’t 
know. 

Mr. Monacan. I think we are interested in knowing what the pro- 
cedure is, and what the approach of the DLF is in determining eco- 
nomic feasibility, which is one of the criteria on which the loan was 
based. 

Mr. Harpy. I think that is definitely correct, and I would have 
ory that the answers to these points would be contained in the 
DLF background information which was the basis for making the 
loan. 

The thing that I wanted to point out is this: To the extent that DLF 
may be hampered by not having an opportunity to read the tran- 
script of the hearings held in Spain, 1 wouldn’t want to embarass 
them on that particular subject. But I should think that they would 
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have all of this information in the background of the loan right he 
in their own files. i 

Mr. Branp. I think Mr. Monagan has brought up a very important 
question, but it is certainly not the question Mr. Reddan was address. 
ing himself to. 

Mr. Reppan. It is a question I was leading up to. 

Mr. Branp. Mr. Reddan was addressing himself to the fact of wa 
this loan, in the particular area where we made it, going to be a loan 
and yet the net result would be a further deterioration, and, as he ey. 
pressed it, the railroad going to rot and ruin. That was my impres- 
sion of his question. i 

Mr. Harpy. Permit me to make this observation. You are maki 
the mistake of trying to anticipate the purpose of our questions, 

Mr. Branp. If I am mistaken, Mr. Chairman, will you tell me wha 
Mr. Reddan’s question was addressed to? I certainly don’t want tp 
be mistaken. I want to be responsive to the question the man asked 

Mr. Harpy. I think if you will not try to anticipate and read inty 
our questions suggestions of impropriety, and confine your responses 
strictly to the point then under consideration, we would sooner arrive 
at the particular point that we want toclear up. Mr. Monagan has his 
finger on it. 

Mr. Branp. The procedures of DLF at this particular time, under 
the present administration, are that we have an economic section. The 
working of the economic section, as you will find in the papers that 
come first before the staff committee, which we call the Executive 
Committee, and then on the informal agenda of the Board, and finally 
on the formal agenda of the Board, contain the observations that you 
were talking about, Mr. Monagan, as to the economic impact of a par. 
ticular loan, whether it be a segment or an entirety. 

The loan papers will speak for themselves on the loan to Renfe if | 
that has been a major factor in the development of the loan it would 
certainly seem that if we were trying at DLF at the time to makea 
loan that would have an impact upon the economy of Spain, and at 
the urgent request of the Boanich Government—as we know this 
loan is a Spanish Government loan, the railroads are owned by the 
Government. In the normal process of examining, that does happen, 
and we do make that judgment. 

Mr. Monacan. Do you have any policy as between loans whieh go | 
to maintenance, which this is, and one to capital improvement, a sugar 
mill, for example? If so, what is your policy ¢ . 

Mr. Branp. I think that it is a very rare occasion when we cot: | 
sider a loan at all that isn’t in the form of a capital improvement, be | 
cause it is capital equipment for use generally in a project or pro- 
gram. But building a new plant is quite different from a railroad 
loan. Most countries are not expanding their railroad facilities 
They are trying to help keep them up and modernize them. And | 
that is generally what a railroad loan is for today. 

Mr. Monacan. There is a distinction between maintenance and 
providing of a new capital unit of some sort ? 

Mr. Branp. There is a distinction. 

Mr. Monacan. I am just wondering what your approach to the 
problem is, if you have a policy on that? 
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Mr. Branv. We have a policy that does permit us to make loans for 
railroad maintenance purposes, as contrasted with capital goods for 
theconstruction of a new plant, as an example. 

Mr. Monacan. Do you have any preference so far as your policy 
is concerned ? di) 

Mr. Branp. Yes, we do have a preference. Our preference is in 
the general concept to provide new facilities in a country, those which 
do not exist at the time. : 

Mr. Monacan. There is one other aspect of this loan that I would 
like to ask about, and that is this: You are somewhat inhibited by 
the fact that. you don’t have some of the facts that we had in test- 
mony in our hearings abroad. 

But let’s assume for the sake of argument that there are facts here 
which would raise some question about the economic feasibility of this 
loan. To what extent would a political consideration be involved, 
and would you base a decision on a political consideration in a 
country like this where there might be some overall political ad- 
vantage to the United States by going along with the Spanish Gov- 
ernment when we have some military objectives in the form of bases 
in the country ? 

Mr. Branp. The answer is that at no time has the Development 
Loan Fund, in my knowledge, nor would it under my management, 
certainly, make an uneconomic, unsound loan for political purposes. 

Mr. Monacan. And so far as you know that is not the case in the 
Renfe loan ? 

Mr. Branp. That is not the case. And I might mention that I 
think your point is well taken, Mr. Monagan, that if I had the ad- 
vantage of the hearings, I certainly wouldn’t have been speculating, 
as the chairman says, trying to imagine what you are driving at in 
some of the questions that are being asked. 

And I am trying to focus in my mind what information vou are 
seeking from us. If I had had the hearings I probably would know 
what information you are seeking. 

Mr. Harpy. I am about of the frame of mind to suggest that we 
dispense with further hearings until there is an opportunity for your 
staff to review the hearings thoroughly. I don’t want to be in a posi- 
tion of having suggested any unfair approach on behalf of the com- 
mittee. 

I had thought that the questions we would raise would be ones 
that should be amenable to answers from your own records. T am 
certainly not going to be put in the position of taking any unfair ad- 
vantage, and would rather defer the hearings until next summer than 
to be put in that. category. 

Mr. Branp. I think that is just further evidence of the considered 
attitude the chairman has always exhibited to us. It would be a very 
gracious matter if you would afford us an examination of the hear- 
ings so that we could do as you suggested and acquaint ourselves with 
the facts that were developed at those hearings. 

We appreciate the chairman’s attitude, as always has been demon- 
strated, to be completely fair to the Development Loan Fund to afford 
us this opportunity. 


Mr. Harpy. I had intended to meet this afternoon and diseuss the 
Israel loans. 
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Off the record. 

(Discussion off the record.) 

Mr. Harpy. Back on the record. 

There are a few other aspects of the Spanish loan that we need tp 
develop. 

I think we will defer them until some other time. 

In view of the difficulty we have in adjusting our respective sched. 
ules, we need to take advantage of every opportunity we can to holj 
a hearing for the purpose of gathering factual information. pp. 
cause of that, if we can meet this afternoon and confine our diseys. 
sion strictly to the record in Washington, and avoid discussions of 
the information in the transcripts of the oversea hearings, I wou) 
like to do it. Until the question raised by Mr. Monagan which mai 
reference to the hearings in Spain, I don’t believe we had raised any 
question that shouldn’t have been answerable strictly from the recon 
in the DLF files. 

I doubt very much that familiarity with the transcripts would beg 
very much value in trying to read the minds of the members of th 
committee when they are asking questions, and I am sure that yoy 
couldn’t determine the objective of the chairman in raising any par 
ticular question, because I haven’t read the entire transcripts either 

I did not attend the hearings, and only a certain portion of them 
have I had an opportunity to study—very limited portions at that 

If it is going to present any difficulty to DLF personnel because of 
not having had an opportunity to read these transcripts, I will defe 
the hearings. On the other hand, if they can respond to questions nr. 
lating to information which should be in their files, without refereng 
to material gathered overseas, I would like to meet this afternoon, 

I will be governed by DLF’s feeling in the matter. 

Mr. Branp. Mr. Chairman, I think you made a suggestion earlier 
in the hearing that when we came to a point in the hearing that the 
reference to the other hearings might be useful, that we pass the point 
at that time under discussion until the hearings could be referred to, 
I think hindsight is better than foresight, Mr. Chairman, that al 
though Mr. Monagan brought up the question that if we had had the 
advantage of the hearings it might have been helpful at that time, m 


| 


response should have been to Mr. Monagan that at this time might ¥ | 
stop on this particular loan and let us examine the hearings, rather | 


than the observation I made. 

If it is agreeable to the chairman I would like to withdraw fron 
the record the observation I did make in response to Mr. Monagan’ 
question because of the fact that I mean no possible implication that 
the chairman nor any member of the committee is being unfair be 
cause we haven’t had the hearings. 

I merely mean that we are not in as good a position to responds 
if we had had the hearings, and nothing less. I still have the feeling 
that you want only information and that we are not engaged in ay 
thing in any other manner. 

And if we could adopt that view, that when we come to a ee 
where I feel it would be helpful in responding to examine the hear 
ings, we will so state. And if I don’t, we will proceed right along, il 
that is agreeable with the chairman, 
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Mr. Harpy. I have had no inclination at all to pursue any subject 
matter or inquiry that I thought was improper. I do think that an 
effort to second-guess where we are headed gets us off the track 

ve need tp | occasionally. : = (as ; 

I have no preconceived opinions about the judgments that were 
exercised or the policies that were followed. But I do want to try to 


ive sche. | -develop as clearly as I can the basis on which some of the actions were 
an to holi | taken, and to try to understand as many of the details of this thing as 
tion. Be. sible. I am not going to try to elicit any information that is not 
Ur diseys. available in your files. 

USSIONs of Mr. Branp. May I go off the record? 

5, I would (Discussion off the record.) 

hich made Mr. Harpy. Let s get back on the record. 

raised any In view of the fact that it probably would be desirable for your 


he records staff people to have an opportunity to go into this record, Mr. Brand, 
~| on this Spanish loan, I think we will defer any further questions in 
ouldbeot | that area for the time being. 


ers of the I would like to suggest that we reconvene at 2 o’clock for some dis- 
that yo | cussion on aspects of the loans to Israel, which I believe will be cov- 
r any par. ered in your files without any reference to the hearings that were held 
. = | TT ® Qo 

pts either overseas. We will try to conform to that 5 i nomen 

n of them So with that, let the subcommittee stand in recess and reconvene at 
1S at that, 9 o'clock. 

because of (Whereupon, at 12:10 p.m., the subcommittee recessed, to reconvene 
will def | at 2o’clock this day.) 

estions re AFTERNOON SESSION 

, reference 


Mr. Harpy. Let the subcommittee come to order. 

This afternoon we want. to get directly into some of the Israeli loans, 
and move as fast as we can. 
o that the Mr. Reppan. Mr. Brand, would you prefer that I address my ques- 
; the point tions to you or to Mr. Perry on these ? 
»ferred ta Mr. Branp. Either way you like. 
1, that al- | Mr. Reppan. At the present time the Development Loan Fund has 
d had thy | ™adehow many loans to Israel ? 

Mr. Branp. Two loans. One has two parts: A loan to the Develop- 
ment Bank, $5 million, and an extension of that loan of another $5 


fernoon, 


ee 


ion earlier 


t time, my 


a _ million, and a $15 million credit was the first credit to Israel. 

So Mr. Reppan. The two $5 million loans to the Israel Industrial In- 

=e stitution, Limited, known as “IIT? 

Sonnets | Mr. Branp. Y es. 

ation tt It is“IDBI” I believe now. j os 

an fais Mr. Reppan. And the other loan is the $15 million credit to which 
you have just referred ? 

respond i Mr. Brann. Yes. 


he feeling ont: Reppan. The $15 million loan agreement was signed on June 
od inam- | — 2,198. Would you tell the subcommittee, please, Mr. Brand, the 
\ justification for that loan ? 

toa poitt |; a Branp. I think that that might well be addressed to Mr. Perry, 
the som ifyoudon’tmind. I was not there. 

t. along, i Mr. Harpy. Mr. Perry? ant} 

t ' Mr. Perry. Sorry, I was adjusting my papers and didn’t get the 

question. ) 
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Mr. Reppan. The question was addressed to the justification fo 
the $15 million loan to Israel. 

Mr. Perry. The first loan of $15 million for Israel was made to 
finance imports of capital goods for the economic development of 
Israel. 

Mr. Reppan. Was the question of local currency costs involved j, 
any way in that loan? ‘That is, the local currency costs of the do. 
velopment program in Israel ? 

Mr. Perry. In that loan? 

Mr. Reppan. Yes, sir. 

Mr. Perry. Not directly in that loan, sir. It had come up in the 
earlier analysis and recommendations made by the Development Logy 
Fund. But for that particular loan, no, sir. 

Mr. Reppan. I have before me a communication addressed to yoy 
from the Embassy of Israel, dated January 2, 1958. On page 3, th 
last paragraph—do you have that document before you? It js th 
loan application. 

Mr. Perry. I remember the 

Mr. Reppan. Perhaps it would help if I read this paragraph, } 
is very short. 

Mr. Perry. I have it. 

Mr. Reppan. Page 3. Do you see the bottom paragraph entitle 
“Need for Local Currency Financing” ? 

Mr. Perry. Right. 

Mr. Reppan. Would you read that paragraph, please, and then com. 
ment on it to the committee? 

Mr. Perry (reading) : 





Even though the projects in question call for the expenditure of substantial 
sums of foreign exchange, it will be noted from the preceding paragraph that the 
request for DLF financing is very largely for local currency. This is becang 
the foreign exchange resources for the equipment required for these projects 
are already available to Israel industry in “linked” form under the German 
Reparations Agreement and a long-term French credit. 

Referring to the electric power expansion and telephone expansion 
and to the industrial development. 

Mr. Reppan. To the extent that this loan would be needed for | 
eal currency costs, in what way would it be distinguished from grant 
aid or defense support ? 

Mr. Perry. The character of the loan changed completely fron 
the time this letter was written to us and the time the loan was finally 
made. Jam sure your search of the file indicated that the loan con- 
mittee did tentatively agree to a loan on this basis. 

You will note that this letter, plus the other supporting letter 
talked more in terms of the import needs of Israel than they did th 
local currency requirements. 4 

We submitted the proposed loan on the original basis to the NAC. 
The Budget Bureau raised a question as to whether, in view of th 
large holdings of foreign currency that the United States owned- 
not the 104(g) local currencies or counterpart local currencies, but 
those which are actually owned by the Treasury—the Budget Buresl 
raised a question as to whether, in the light of those substantial hol- 
ings, if we were to make local currencies available to the Government 
of Israel, would it not be more appropriate to buy those local out 
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rencies rather than to either go into the market to buy the Israeli 
junds in Israel or to finance commodities to raise local currencies. 

We then held further discussions with the Government of Israel 
to explore the possibility of using the Treasury-owned local curren- 
cies for that purpose. It became apparent to us that what they were 
really — interested in were the goods to be financed under the 

ion exchange. 
wieeedors under the instructions of the Loan Committee we en- 
deavored to determine what types of capital goods could be appro- 
priately financed in order to help the Government of Israel out of 
what really was a balance of payments situation. Sif 

Mr. Reppan. Actually, in June 1958 they were about $20 million 
short, were they not ‘ : : 
~ Mr. Branp. I think our figures had shown something in the neigh- 
horhood of $15 million to $25 million was their shortage. 

Mr. Harpy. So that regardless of the way in which this was finally 
decided, the real objective was to take care of, or at least help with, 
this balance of payments problem ? 

Mr. Perry. That is right. That is an accurate statement. We 
then. in collaboration with the Government of Israel, developed a 
procurement plan looking toward the purchase of goods that would 
oo into permanent capital assets in Israel which would contribute to 
their economic development program. 

It was on that basis that the Loan Committee approved the loan. 
At the same time in their deliberation they were aware of the fact 
that this was in essence a transitional program for Israel in that in 
prior years they had been rather heavily dependent upon special 
assistance grant aid from the United States. 

We were instructed at the time we informed the Government of 
Israel of the approval of this loan, that this was in the nature of a 
transitional type loan and that in the future we would wish to finance 
projects and the foreign exchange components of those projects. 

I might say that since that time the only proposals that we have 
received from the Government of Israel and from private borrowers 
in Israel have been for that purpose. 

Hence—— 

Mr. Harpy. Initially, this loan was not presented as required to 
meet a balance-of-payments problem, was it? 

Mr. Perry. It went forward, I would say, on the discussions of 
both aspects of it. One, the current need for local currencies, but 
also an indication that there was need for dollars to finance imports 
to provide the local currency. So in essence it covered both. 

Mr. Harpy. Concerning their local currency needs, didn’t we have 
available sufficient local currencies to lend without using a dollar loan 
to generate them ? 

Mr. Perry. It became apparent, as a result of the NAC discussion 
and further discussions with the Government of Israel, that their real 
| need and the real purpose for the loan was to finance foreign ex- 

change. It was necessary as a part of their program of economic 
development. 

_Mr. Harpy. When the initial stated purpose of the loan and the 
inal use of the loan proceeds are so completely different, we wonder 
48437—60— 35 
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whether or not somewhere along the line an effort was made just | 
find an excuse to justify the granting of the loan. 

Mr. Perry. I think that I would say at this time that when we we, 
to our Loan Committee first, and when first discussions were held y, 
did not really go forward on the best basis. Pursuant to that digo 
sion and the discussion of the NAC, and further discussion with the 
Government of Israel, we all concluded that we had not. Thatis yy 
when we returned to the Board we returned with the proposal thy 
was aimed directly at financing goods that would contribute to ¢), 
economic development in Israel. ' 

Mr. Reppan. Projects were not involved in this? 

Mr. Perry. No, they were not. 

Mr. Reppan. I believe you said that the loan was approved on tly 
basis that the funds would be used to purchase permanent capita 
assets for the State of Israel ? 

Mr. Perry. Permanent capital assets or fixed capital assets, 

Mr. Reppan. Did they submit to you a list of the assets they won 
going to purchase ? 

Mr. Perry. They submitted a list of categories which amounted; 
more than the $15 million. They were authorized to finance goo 
within those categories up to $15 million. Subsequently, dariny 
procurement, they lagged behind in the electric power field, I believe 
and found that they did not need in their development program t 
finance all of the items that they thought they would need to finang:| 
under the electric power program and therefore asked for adjustment 
in the categories. This was presented to our Board at a later tinp 
and approved. I don’t remember at the moment the specific changs 
in the categories. 

Mr. Monacan. These lists of categories, are they available, if 
Reddan ? 

Mr. Reppan. That is what I want to ask, if he has them. | 

Do you have the list which was used by the Board in making it 
determination ? 

Mr. Perry. $5 million electric power; $4,800,000 transportatio;| 
$4,300,000 industrial development; $4,300,000 agricultural develo! 
ment; $1 million quarrying, mining, and public works. 

Mr. Reppan. That paints with a pretty broad brush. 

Mr. Perry. I can give you further details under that. Under ele 
tric power 

Mr. Monacan. Was this at the original time? 

Mr. Perry. This is the list that was attached to the paper that ws 
submitted to our loan committee. 

Mr. Harpy. The first one? 

Mr. Perry. No, sir; this is the second. 

Mr. Monagan. This is the specification of the original list tht 
came at a later date? 

Mr. Perry. No, sir. The first time we presented the need for the 
loan in terms of the local currency requirements. This, I say, 
abandoned. We returned to the loan committee on March 13 and#! 
that time we presented them with this list. 

Mr. Meaper. What year is that? 

Mr. Perry. 1958. 
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Mr. Harpy. Could we go back a little and see what the basis of the 

10] uest was ¢ 
eas. That is contained in the letter of January 2, 1958, to 
you from the Israeli Embassy, page 3. : 

“Mr. Perry. The first paper submitted to the loan committee was 
submitted on February 13, 1958. 

Mr. Reppan. What date? 

Mr. Perry. February 13. 

Mr. Revpan. How about the January 2, 1958, letter ? 

Mr. Perry. That was the application. 

Mr. Harpy. I think maybe by doing this we will understand the 
whole series. 

Mr. Perry. The total—we recommended to the Board that we fi- 
nance local currency costs of the electric currency, of $12 million, 
telephone expansion, $2,150,000, making a total of —— 

Mr. Harpy. Whose recommendation was that ? 

Mr. Perry. This was the then manager, I forget his title. It was 
the first Managing Director of the Development Loan Fund. 

Mr. Harpy. But you did suggest that the loan be used for certain 
specific capital items ? 

Mr. Perry. These were local currency costs in connection with the 
expansion of certain electric power projects, plus the telephone 
system. 

‘Mr. Harpy. But you proposed at that time to furnish only local 
currencies 4 

Mr. Perry. Only local currencies. 

Mr. Harpy. If you go back to the January 2 exchange, actually 
wasn’t the position taken at that time that the real need was for for- 
eign exchange? When this thing first came up, wasn’t Israel’s pres- 
entation based on its need for foreign exchange / 

Mr. Perry. As I indicated to you, my reading of the letter last 
night indicated that they spoke quite clearly of the two needs, one the 
local currency. But they made no attempt to hide the fact that they 
were interested in—— 

Mr. Harpy. Do you have before you a letter from the Israeli Eco- 
nomic Minister addressed to you, dated January 2, 1958? 

Mr. Perry. Yes, sir; I have. 

Mr. Harpy. Page 6, item 6, which is the justification of the DLF 
project. The very first item under that seems to me to clearly say 
that they need foreign exchange. That is what they said was the 
justification. If I am wrong I would like to be corrected. 

Mr. Perry. I think I am in agreement with you, Mr. Chairman. 
They certainly spoke of the foreign exchange problem and the need 
for DLF financing to generate the local currency and to carry out the 
local cost of the project. 

We went one step further to say that when we went back to the 
Board a second time, in my opinion the second presentation was ¢ 
better presentation of the loan for Israel. 

Mr. Harpy. Right in the beginning, Israel made the point that she 
needed this money to meet her foreign exchange problem. If there 
ls any other interpretation of this I would like to have it. But I 
think that is what it was in the beginning. 
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And then the next step goes into a proposal that DLF Zive then 
local currencies for local currency costs on certain capital j Improve, 
ments, which didn’t have an earthly thing to do with the fope 
exchange. 

Mr. Perry. Their letter specifically asked for us to provide the 
local currency costs for these projects. In obtaining the local ¢ 


eign 


Ur 


rencies, they asked that we finance the import of commodities, and | 


5 


they anid that those commodities were needed for balance of payments 
reasons. 

Mr. Harpy. As I read this, Israel said its real economic needs, 
determined by her foreign exchange situation, account. for and | 
justify her 1 request for the DLF finance ing of projects. That isa clay 
statement. Undoubtedly there may have been additional] requests | 
for local currencies. Were there? 

Mr. Perry. No, sir. If you look back on page 4 under the heading 
“Requested Preliminary DLF Action,” it reads: 


DLF can help Israel to meet her twin need for local Israel pound financing 





of projects and of dollar financing of essential commodity imports by approving 
the following broad lines of action. 

Mr. Harpy. You have them both tied in there? 

Mr. Perry. That is exactly what the first loan was going to do, 

Mr. Branp. I might clarify it in a minute, Mr. Chairman, by stat 
ing that one of the techniques used at the E xport- Import Bank for 
many years, and still used, to furnish local costs, is the technique of 
financing imports to generate local costs. 

Mr. Harpy. Over the years ICA has employed the same technique | 

Mr. Brann. That i is correct. 

Mr. Perry. This is what they ask for. This is what the first low 
paper did. 

Mr. Harpy. But in this situation you already had local currence 
available to meet any local currency needs. 

Mr. Perry. This is exactly why ultimately it was changed. This 
was raised, when we went to NAC, we came back to our Loan Com 
mittee and they recognized that the more direct way of approaching 
it would be that if their real need was for foreign exchange to finanee | 
imports, then the loan should directly address itself to that, whic 
it did. 

Mr. Harpy. The thing that I am trying to understand, and frankly 
what I have seen of this up to now leads me to the tentative conelt | 
sion that. DLF had arrived at a need, perhaps a very just need, bit 
DLF had determined the amount which they thought they were going | 
to put up and then proceeded to try to find some basis on which they | 
could justify it and live with themselves. 

I don’t know whether that is expressing it properly. I think it| 
borne out, actually, by a communication from Mr. Dillon to Mt 
McIntosh, while this series of readjustments and reconsiderations Ws 
taking place. In trying to find some sort of basis that DLF coull 
live with, you get into this argument over whether you are going ti 
furnish dollars as well as local currencies, and m: aybe accomplish the 
two with the same medium. 

3ut the Bureau of the Budget said “No, you have local currencis 
over there, you don’t need dollars to give them local currencies.” The 
you get into the Israeli position to the eXect they had understood l | 
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along that the policy is to apply this program in a manner likely to 
sive the greatest and earliest assistance to the Israeli economy. 

° That disposes of any argument about waiting for dollars if you have 
tohave foreign exchange, and that is the key to it. 

Mr, Perry. I think it is fair to say, Mr. ¢ hairman, that the Gov- 
ernment of Israel in making their initial application for roughly $25 
million had in mind their balance of payments problem. They felt 
that they needed a loan in that amount to help in the balance of pay- 
ments problem. They, then recognizing that in much of the descrip- 
tion of the legislative history on projects that we have talked about, 
came to us with projects to be financed where they said that they had 
the foreign exchange costs of those projects financed through other 
techniques, but they did not have the local currency available. 

We then, in deciding on $15 million, had in mind really a balance 
of payments situation. 

t was then at the discussions held at NAC, and subsequently with 
the Loan Committee, decided that that is the real need. If it is really 
a balance of payments need let's eut out the argument about putting 
forward projects. Let us at this time, as a transitional loan, agree to 
finance $15 million worth of imports of capital goods which go di- 
rectly to the economic development program of Israel. 

This was one of the very first papers that came to the Loan Com- 
mittee. I think it is fair to say that the Loan Committee, when they 
looked on it a second time, felt that the approach we followed the sec- 
ond time was the preferable approach in this given situation, 

Mr. Harpy. Was DLF in the position of having to back up a com- 
mitment that the Department of State had already made? 

Mr. Perry. No, sir. 

Mr. Harpy. Then how do you interpret Mr. Dillon’s memorandum 
to Mr. McIntosh, dated March 11, 1958, that— 


We do not feel that we can impose a delay on Israel suggested by Haggerty 
as we are committed to go ahead now. 

Mr. Perry. This came about after a great many discussions with 
the Israeli. I think the commitment he may have had in mind may 
have been discussions that had been held internally within the U.S. 
Government. There was no commitment, per se, to the Government 
of Israel. But it was generally concluded that the Loan Committee 
was going to approve a loan in the neighborhood of $13 million. 

Mr. Harpy. I am having a little trouble adding these things up. 
I don’t want to belabor that point any further. 

Mr. Branp. Mr. Chairman, would the committee be interested in 
the fact that we have now a new technique for handling similar mat- 
ters, and a new, you might say, policy of handling similar matters. 

When we seek to finance local costs of a local project, say a highway 
or a portion of a highway, we face up to the fact that we are going 
to do local cost financing. And then we add to that a requirement 
that the dollars that are used—and of course this is in a country where 
we don’t have the local currency; if we have the local currency, to- 
day’s policy at DLF is to use the currency in the hands of the U.S. 
yovernment without. any question—where we don’t have that cur- 
rency—referring now to Ecuador and Peru in two recent loans—we 
do what we call sterilization of the amount of the loan, the dollar 
component. In Peru it was something over $5 million, or $5,300,000, 
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if my memory is correct. They put that in a separate account, With | 


that money they buy goods in the United States. 

It was sort of a reverse of the process of first financing the imports 
and then using the local currency generated by the purchase of those 
imports in the country. But this way we tie to a direct project 

In each of these cases a section of the highways of the country 


And both of the loans were made in cooperation and coordinatigy | 


with the World Bank. 

I do want the committee to know how we are doing it now. Thy 
policy is a recent change. 

Mr. Harpy. I am glad to have your comments on the change jy 


policy and procedure. And, perhaps I am wrong in my interpretation | 


of the situation in the Israeli loan, but the records do suggest to yp 
in a number of the loans that the justification was sought after a dol. 
lar figure for a loan was agreed upon. I hope this has not been 
situation where the State Department, in its discussions with other 
governments, has committed the United States to a loan of a specified 
amount and then left it to DLF to find a justification for the loan, 

Mr. Perry. There was no commitment of that nature here. 

Mr. Harpy. Frankly, Mr. Dillon’s letter suggests the possibility tg 
me. 

Mr. Perry. I am advised that the Dillon memorandum to us came 
after a meeting of the Loan Committee which authorized us to meg 
with Mr. Sherman, the Economic Minister of Israel, to work out, 
commodity list. 

Mr. Harpy. Let me refer you to an ICA communication. It js 
classified and I can’t read it. 

Mr. BranpD. You could pass it down to us, Mr. Chairman. 

Mr. Harpy. All right. I wish you would interpret the underscored 
lines, Mr. Perry. You are familiar with that. 


Mr. Perry. I think that is Mr. Haggerty’s opinion. I think the | 


facts establish that we have not established a pre-committed country 
level to Israel. 

Mr. Harpy. That was back in January. 

Mr. Perry. Yes, sir. 

Mr. Harpy. And, apparently, Mr. Dillon’s comment that I reads 
moment ago, dated March 11, refers to that. 

Mr. Perry. I don’t believe so. Mr. Haggerty 

Mr. Harpy. He refers to the objections of Haggerty in—— 

Mr. Perry. Mr. Haggerty was in Washington at the time. He wa 
meeting with Mr. Sherman. I believe the objections were raised st 
that time. 

Mr. Reppan. What were Mr. Haggerty’s objections to this oar, 
Mr. Perry ? 





Mr. Perry. My recollection is that Mr. Haggerty wanted 1s t0 | 
delay making any loans to Israel until we were able to make a low | 


for dollar imports for projects, preferrably projects that would bein 
the private sector. If you read the letter which we sent to then 
after the NAC had indicated they had no objection to the loan, ¥ 
clearly indicated that this was a transitional loan, that in the futur 


we preferred to make loans for projects. Since that time they haw 


given us only projects. 
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Mr. Harpy. Mr. Dillon said that. I didn’t read the sentence that he 
used in his memorandum to McIntosh. He said— 


No objection to telling them in the future we will prefer projects such as sug- 
gested by Haggerty. ; 

That leaves a lot of avenues wide open. : 

Mr. Perry. At the meeting of the Loan C ommittee, either at our 
volition or at the instruction of the Loan (¢ ommittee, we were told 
to make it much more positive. I called Mr. Salmon, delivered the 
letter to him in my office, and elaborated on it. or nk 

Mr. Harpy. I don’t know that we need to elaborate on this. The 
record is all mixed up with these cross statements. I still have a little 
trouble understanding the real motivation behind this thing. Some 
of these statements that you put in your letter, I wouldn t question at 
all their motivation, but as an after-the-fact evaluation of what you 
required, it doesn’t mean nearly as much as if it had been a part of the 
original requirement, or part of the original understanding when the 
Joan application was made or when it was first submitted. 

You have been through so many gyrations, just to find a basis on 
which you can put $15 million to the credit of Israel. 

Mr. Perry. I think the record, really, on the contrary, is quite clear 
that after initially going forward on one basis, further discussions 
were held within the U.S. Government. We came back to the Loan 
Committee and they recognized that perhaps the original basis on 
which the loan was put forward was not the best. In fact, as a result 
of this further discussion their minds were changed. It was realized 
that this really was a loan to finance a balance of payments shortage ; 
so therefore they instructed us to work out a list of goods which 
would directly contribute to economic development, and we would 
agree to finance those. 

‘Frankly, the Loan Committee should have done that initially in 
my opinion. In hindsight this is what should have been done the 
first time. 

Mr. Harpy. The way the thing looked to me, Israel said we need 
this money to finance our foreign exchange. We need some local 
currencies, too, but the key to our economic problem is our foreign 
exchange provisions. 

Mr. Perry. The first letter came in and said we need local curren- 
cies. That was the paragraph 5 that I read to you. Then 

Mr. Harpy. Paragraph 6 said, the key to their economic situa- 
tion was foreign exchange. 

Mr. Perry. Later on in the same letter they indicated their foreign 
exchange needs. 

The size of the loan that was decided upon was decided upon on the 
basis of their foreign exchange needs. 

Mr. Brann. Mr. Chairman, it is clear the loan we made you think 
is the proper loan. 

_ Mr. Harpy. No, sir; I have not said I thought it was proper or 
improper, and I perhaps am not going to take that position at any 
time. 

Mr. Brann. Perhaps I used the word in bad context. 

In other words, if you feel that the original application by the 
sraelis was for foreign exchange, that is the loan we ultimately 
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made. What went on in between is of little importance now bh 
they did, in your viewpoint, ask for a foreign exchange loan, ; 
made a foreign exchange loan. 

Mr. Harpy. But I think in the process you had to do a whole Joy 
adjusting of your policies in order to be able to accomplish what te 
had asked for in the beginning. 

Mr. Branp. I think the record is rather clear that we made adj 
ments, yes. 

Mr. Reppan. Mr. Perry, when was this loan finally approved? 

Mr. Perry. March 28, 1958. 

Mr. Reppan. Do you know the date of the last —— 

Mr. Perry. The Loan Committee action was March 28, 1958, yy, 
received word from the NAC on April 14 that there had beep y 
objection on their part to the loan. 

Mr. Reppan. Do you know when the last staff paper was submitty 
to the Loan Committee? 

Mr. Perry. I believe it was March 25. 


CCaus | 
nd w | 


Ust- 


Mr. Reppan. Did anyone outside of DLF take any part in ty! 


ut 


drafting of those loan committee papers ? 


Mr. Perry. No, sir. Those are DLF papers. I believe we had th | 


benefit of comments from other interested agencies. At that time» 
were part of ICA, so we undoubtedly had the benefit of commens 
from them. But the final product was a product of our own staf 

Mr. Reppan. I have a document here I would like to show yu, 


which is a memorandum dated March 21, 1958, from John F, Shay! 


to John A. Ulinski. Could you identify them? 
Mr. Perry. Mr. Shaw at. that tine was in the Department of Star 


in the Bureau of Near Eastern and African Affairs. Mr. Ulin! 


was the DLF loan officer who worked on this particular loan, 


Mr. Reppan. Would either of those gentlemen have participated in| 


the drafting of the paper to the Loan Committee / 
Mr. Perry. I beg your pardon ? 
Mr. Reppan. Would either of those gentlemen have participatel 
normally in the drafting of a staff paper to the Loan Committee! 
Mr. Perry. It was Mr. Ulinski’s responsibility to draft the pape 
Mr. Reppan. How about Mr. Turnage? 


Mr. Perry. Mr. Turnage is an employee of the Department of} 


State. 


Mr. Reppan. Do you know Mr. Turnage’s position in the Depart | 


ment of State? 

Mr. Perry. At that time he was Assistant Chief of the Office o 
Finance and Development. OFD, it is called. 

Mr. Reppan. I would like to show you this document, which has 
routing slip on the front of it, and ask if you can tell me whethera 
not Mr. Turnage participated in the drafting of the document whit 
was sent to the Loan Committee by the DLF staff. 

Mr. Perry. The papers were sent to other members of ICA becats 
at that time the DLF was a part of ICA. Copies were also seni! 
believe, to the Export-Import Bank, and I know to the Departmat 


of State. From time to time we received suggestions from thems! 


to what they thought should be included, or should not. be included 


But the responsibility for deciding what was included and what wi 


not included was ours. 
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Mr. Reppan. That indicates that a suggestion of Mr. Shaw’s was 
deleted by Mr. Turnage. Is that correct ? 

Mr. Perry. That is correct. ! 

Mr. Reppan. Was Mr. Turnage’s deletion allowed to stand, do you 


q 
ow ! | 1 | 
oe Perry. The note says it was subsequently excised at Mr. Tur- 


5 suggestion. 
nage’s sugg | a : 

Mr. Reppan. What was the part that was excised at Mr. Turnage’s 
suggestion ¢ : 

Mr. Perry (reading) : 

This loan is not consistent with the desire of the DLF to provide direct 
roject assistance. It is, however, compatible with the criteria recently fol- 
towed in case of the loan to India and is considered justified. The DLF staff 
pelieves that the Israelis have made a diligent effort—dash, dash, dash. 

Mr. Reppan. That was the part that was excised ? 

Mr. Perry. Yes. | | } 

Mr. Reppan. What was the part that went in there at Mr. Shaw’s 
suggest ion ¢ 

Mr. Perry (reading) : 

4 year ago Israel received foreign exchange assistance through the mutual 
security program totaling $25 million. MSP assistance for fiscal year 1958 
totals $7,500,000. The Israelis and those involved in MSP programing have 
assumed that Israel would receive substantial support under the DLF in lieu 
of that formerly provided through the economic aid funds of the Mutual Security 


Act. 

This is the type of thing that Mr. Brand referred to earlier, in the 
early part of the meeting. ‘This was the type of thing that Secretary 
Dulles had in mind at the time DLF wasestablished. 

Mr. Reppan. I believe we were talking a while back about the capi- 
tal assets that were identified by the Israeli Government as being the 
objects which they were going to purchase with the proceeds of the 
loan. 

Mr, Perry. Yes. 

Mr. Reppan. And you gave us the broad categories and I asked 
whether or not they had identified them in more detail so that they 
could be later identified. 

Mr. Perry. Do you wish me to read them ? 

Mr. Reppan. Do you have them there? 

Mr. Perry. I have a list, about two pages. 

Mr. Reppan. Do you have a copy of that that you could make avail- 
able to the committee ? 

Mr. Perry. Not with me; no, sir. 

Mr. Reppan. Could I see that list, please? 

Mr. Perry. Yes. 

(The list was handed to Mr. Reddan.) 

Mr. Reppan. Could you, from that list, identify any particular 
capital assets which might be purchased by the Israeli Government 
with these funds ? 

Mr. Perry. As a condition of the loan they are to provide us with 
a list of all the equipment that is purchased under this loan so that we 
will be able to identify it specifically. We will know who purchased it. 

Mr. Reppan. Have theyprovided you with that list 2 

Mr. Perry. I understand we do have a list; yes, sir. 
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Mr. Reppan. Does it identify the items purchased so that they could | 
be identified for inspection or for an end-use check ? 

Mr. Harpy. I think it would be a good idea for Mrs, Shorter ;, 
testify. She had personal knowledge of it. 

Mr. Perry. They do have and the loan agreement requires that they 
keep in their own files of the Israel Government all the documenis, 
tion, sufficient documentation so that a a can check. They hay 
not supplied us with that type of list because of the paperwork jj, | 
volved. But we have ordered an end-use check and the end-ng 
checker will be able to verify that the items within this category ac), 
ally were purchased. There will be specific things. j 

Mr. Reppan. What will he use for his guide? What will he use, 
identify assets which have been purchased ? 

Mr. Perry. In order to get payment they have documentation y | 
what was purchased. 

Mr. Harpy. Haven’t they already had payment on some of they 
items ? 

Mr. Perry. The payment—the loan is substantially disbursed, 

Mr. Harpy. And still you don’t know what they bought with it! 

Mr. Perry. The end-use check is taking place right now. 

Mrs. Suorter. The man arrives in Israel March 8; but the doc. 
mentation on hand shows all the items purchased. | 

Mr. Perry. They have in their files as supporting data for ql 
disbursements 

Mr. Reppan. Who has this? 

Mr. Perry. The Israel Government has, for supporting disbury. 
ments, a complete record of all the-—— 

Mr. Harpy. Didn’t you just say that they couldn’t get paid untl 
they told you what they bought with the money ? 

Mrs. Shorter, would you speak up so we can hear you? | 

Mrs. Suorrer. Yes, sir. When they come in with a request for r. 
imbursement, they present complete documentation to the ICA con. 
troller. The ICA controller makes the disbursement against the | 
documentation. 

Mr. Harpy. Does the ICA controller have a list of the specific itens | 
that were bought with the disbursement ? 

Mrs. Suorter. Yes, sir. For each item that is bought, there is: 
bill submitted for it. 

Mr. Harpy. And it is your testimony that the ICA controller has 
that? 

Mrs. Suorrer. Yes, sir. 

Mr. Harpy. Is this the ICA/Washington controller or the cor | 
troller at the Mission ? 

Mrs. Suorter. Washington. 

Mr. Harpy. Mr. Grant will you produce him and tell him to bring | 
those records with him ? 

Now we have some information coming up that we didn’t knov 
about. ICA is hoiding out DLF documents. 

Seriously, will you respond to that, please ? 

Mr. Grant. Yes, sir. 

Mr. Harpy. Can we get him up here this afternoon ? 

Mr. Grant. We will try to, Mr. Chairman. I am sure we can gt! 
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Mr. Harpy. So long as he brings the documents. That is what we 

would like to look at. Iam a little surprised to find ICA has them 
oesn't. 

ge We have a contractual arrangement with ICA for 

them to handle the disbursements for us, which is being changed. 

Mr. Harpy. I believe Export-Import Bank administers ICA loans, 
and ICA administers certaim DLF affairs. I believe that is correct. 

Mr. Perry. This is being changed. At the end of this year DLF 
will be handling all of its own disbursements, all of its loan collec- 
tions, et cetera. Export-Import does not handle all of the ICA 

ments. 

Oo tain. At the time we are talking about, ICA was a part of 
the DLF, and DLF was part of the State Department. 

DLF as a separate corporation didn’t take place for several months 
after the transactions that we are discussing today. It became a 
separate corporation on July 1, 1958. And it actually had only been 
in existence before the application on this loan was received, some 
3 or 4 months, I believe October 1957 is when it came into existence. 

Mr. Harpy. Has anybody in DLF ever examined these documents 
in ICA files ¢ 

We will wait for Mrs. Shorter to get back and ask her. She 
might know. ; 

Mr. Branp. I might say to the chairman that one of the reasons 
we had changed the policy and will now put in our own audit sec- 
tion is that when I came to the Board, having been the president of 
another financial institution, though a small one, I knew that it would 
be quite burdensome to have the responsibility of your accounts with- 
out the authority over the people. And that is the reason it is being 
changed primarily. So that we do have the authority over the dis- 
bursing officers and will know exactly what the facts are. Today I 
think we should know, and should respond to your question. I don’t 
mean to evade it in any way. 

Mr. Harpy. I understand it. But as of now, though, as far as you 
know, DLF has never taken a look to see what actually had been 
bought with the loan funds. ICA has been administering it. 

Mr. Brann. ICA has only been administering the disbursements, 
under directions from DLF. They have the explicit directions as 
to what they are to pay for and what they are not to pay for. We 
leave it to the intelligence of the officers there as far as I know to 
complete disbursements so that they can be reconciled with the ac- 
tion of the DLF in making the loans. I know that this is subject to 
close scrutiny by DLF because at various times, since I have been 
Managing Director, the subject has come up whether such item is 
eligible for payment by the disbursing officer, or reimbursement. by 
the disbursing officer at ICA. TI don’t know about Mrs. Shorter, 
whether she followed this procedure. But it is followed by the loan 
officers, and we have had many discussions in our executive com- 
mittee meetings on the very subject you are raising, 

Mr. Harpy. Apparently as of the present time Mrs. Shorter’s of- 
fice hasn’t gotten around to looking at the records to see what the 
money was spent for. I assume at some subsequent time there would 
be an end-use determination made. 


Mr. Perry. We have regular reports which break it down by 


category. 
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| 


Mr. Harpy. You have a list of categories there now, but they don't 


mean very much in terms of specifics. At least as l understand j,, | t 
Do you as a matter of actual practice, make end-use checks to dg. is 
termine the purposes for which these loan funds are used ¢ 
Mr. Branp. We have a policy, Mr. Chairman, of making end-yy th 
checks, and I have just spoken to one of our other loan officers, and 0! 
the reply I gave you is the correct reply. We do follow dishurge. m 
ments at ICA through the facilities of our own officers today, m 
End-use checks have not become quite as important as might ap st 
pear. That is, setting up a broad procedural technique for it. Mp cc 
Brasfield feels that the survey we have just conducted is for the pur 
pose of establishing accounting procedures for end-use checks, amony | i 
other things. We are busily engaged in adopting procedures, Th 
reason I say it hasn’t come completely to the forefront is because W 


we are just going into the full flavor of construction in many of oy 
projects. In just about all countries the projects are underway and 


are not finished. There are only two projects that have been fully p 

completed that have been financed by the Development Loan Fung | 

today. | @ 
Mr. Harpy. Have end-use checks been run on both of those? pl 
Mr. Branp. On both of those? | Ol 
Mr. Harpy. Yes. |= 
Mr. Brann. I can’t tell you, Mr. Chairman. p 
Mr. Meaper. What are the two projects that have been completed! 
Mr. Branp. I will have to give you that. I had made an Inquiry | be 


to our own staff in connection with the testimony before the Foreign | 
Affairs Committee on disbursements as to how many disbursements | 
were completed. The reply was only two, in only two instances, | 
didn’t ask what the two instances are. I will be glad to supply that 


information. ; M 

Mr. Harpy. When that information is received it will be inserted yt 
at this point in the record, without objection. 

(The information follows:) 

DLF Loans ON WHICH DISBURSEMENT HAS BEEN COMPLETED ! sh 

1. Paraguay: Asuncion Waterworks (DLF loan No. 10) : Physical construction | 
of the water distribution system has been completed and the plant and water sa 
system are now in operation. 

2. Taiwan: Pioneer Chemical Co. (DLF loan No. 49): Disbursement of th | Of 
DLF portion of this loan has been completed and it is anticipated that con 
struction of the plant will be completed within a year. W 

Mr. Perry. Mr. Chairman, we do get regular reports under the | lin 
loan which lists the name of the purchaser and the nature of his 
business and the sum. It will be the purpose of the end-use checker 
to be able to identify the specific item against the company and the 
category. But we have a list of the names of the companies by the 
categories for all over $5,000. This comes in every 3 or 4 months 

Mr. Harpy. You have a list of people—— 

Mr. Perry. I know I have seen this mi 





Mr. Harpy. From whom purchases are made, but you don’t have! — fa 
the specific item bought ? th 
Mr. Perry. The purpose of the end-use check will be to do that. | 
Mr. Harpy. It may clear the thing up, it is just a matter we would | Di 
like to know about. 
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Mr. Reppan. Have you ever requested the Government of Israel 
to make this information available to you, this documentation which 
‘s in their files? ’ pj : 

Mr. Perry. I must have misspoken earlier, because it is obvious 
that in order to get payment they would have to present the bills 
of lading or their shipping documents indicating that the equip- 
ment has been received. So obviously we have, in order for pay- 
ment to be made, that documentation would have had to have been 
supplied to us. But in addition they would presumably keep a 
copy of it, too. 

Mr. Harpy. In other words, you have all the documentation now 
in the ICA files? ; 

Mr. Perry. In order for them to get paid they have to show what 
was bought and that it was received. 

Mr. Harpy. It will be interesting to see what they do have. 

Mr. Perry. This list, dated sometime in December, is about four 

ages of the items by company. 

Mr. Reppan. I have here a list that was submitted by the eco- 
nomic adviser to the Ministry of Finance, State of Israel, which 
purports to be a list of ultimate purchasers, all imports of $5,000 
or more, up to June 25, 1959, under DLF loan No. 5. I will ask you 
if you have anything more definitive than that with respect to 
purchases under the loan. ; 

Mr. Harpy. I have a feeling that is the same thing Mr. Perry has 
been talking about. Maybe we had better dispense with this. 

Is that the same type of document, Mr. Perry, that you have? 

Mr. Perry. Yes, sir; it is the same one. 

Mr. Reppan. Is that the same document that you have? 

Mr. Perry. Right. This is the one that I am reading from here. 
More documentation than this is required for payment. Is that 
your question ¢ 
' Mr. Reppan. I say do you have that document there ? 

Mr. Perry. This is the one that I was looking at. 

Mr. Reppan. And that is identical to the document which I just 
showed you? 

Mr. Perry. It would appear to be. The first three names are the 
same, and the amounts are the same, so I presume it is. 

Mr. Harpy. When we get these records from the ICA Controller’s 
Office, we can follow this matter up. 

Mr. Reppan. We will come back to that a little later, Mr. Perry. 
We will go on to the loan to the Israel Industrial Institution. I be- 
live you indicated the name of that company had been changed? 

Mr. Perry. The IDBI. 

Mr. Reppan. Now known as what? 

Mr. Perry. The initials are now IDBI. 

Mr. Branp. Industrial Development Bank of Israel. 

Mr. Reppan. The purpose of that loan is what? 

Mr, Perry. We have loaned money to the IDBI for their use in 
making loans to companies which are expanding their manufacturing 
facilities or adding new manufacturing facilities in order to promote 
the economic development of Israel. 

Mr. Reppay. I am sorry I missed part of your answer, Mr. Perry. 
Did you say anything about private enterprise in your answer ? 
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Mr. Perry. These are for private companies; yes, sir. 

Mr. Reppan. The loans to be made by the Industrial Development 
Bank are to be in the private sector ? 

Mr. Perry. In the private sector; yes. 

Mr. Reppan. Do you know whether or not, since the date of the 
loan agreement, there has been any broadening of the base of the 
structure of the IDBI from the standpoint of the stockholders? 

Mr. Perry. Yes, sir. They increased the number of shareholde 
who had voting stock and I believe they also issued additional] pre- 
ferred shares that do not carry voting rights. 

Mr. Reppan. Do you know what percentage of the stock is now held 
by the Government ? 

Mr. Perry. I do not have the precise figure; no, sir. 

Mrs. Suorter. The voting stock, 26 percent. 

Mr. Reppan. And the public stockholders have been increased by 
2,000 shares? What is the total increase since the date of the loan 
application ? 


Mrs. Suorrer. It was an offering to the public of 2,960 share | 


They have not all been subscribed as yet. 

Mr. Reppan. Have all of the subscribers been approved ? 

Mrs. Sorter. I could not say that. We have not had an official 
report on the sales of stock. 

Mr. Reppan. Has there been any question relative to the eligibility 
of proposed subscribers to this new issue of stock ? ' 

Mrs. Suorter. There was a question raised on a name which was 
given to us in an original unofficial list. The question was raised 
by the representatives of the USOM. That is the only question that 
I know of that has been raised. 

Mr. Reppan. Has that question been resolved ? 


Mrs. Suorrer. I would like to check that in the record. I think 


it has but I want to check it in the record to be sure. 
Mr. Harpy. All right. When you have had an opportunity to 


check that. any additional information you wish to submit will bh | 


inserted in the record. 
(The following statement was subsequently submitted by DLF:) 


STATEMENT CONCERNING ELIGIBILITY OF PROPOSED SUBSCRIBERS TO THE New Isstt 
or SrockK OF THE INDUSTRIAL DEVELOPMENT BANK OF ISRAEL 


During the hearings on March 2, the question was asked whether the question 
raised as to the eligibility of one tentative subscriber to the new shares being 
issued by IDBI had been cleared up. None of the new 2,960 shares have been 
sold to the company in question. 

IDBI recognizes that owners of previously issued voting stock are not eligible 
for purchase of the new shares. As of March 7, the USOM reports that ther 
is no question regarding the present constituency of IDBI active stockholders. 
The legal eligibility of two prospective purchasers is presently under determina 
tion by IDBI, in view of their affiliation with previous shareholders. 


Mr. Reppan. In the processing of this application, were the views 


of the USOM solicited by the DLF ? 

Mr. Perry. Yes, sir; they were. 

Mr. Reppan. Was there any difference of opinion between USOM 
and DLF with respect to this application ? 

Mr. Perry. The original comments which were received from 
USOM suggested certain conditions be established in connection with 
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the loan. These conditions were generally agreed to and the loan, 
when it was finally consummated, incorporated the views of the 
"SOM with respect to certain steps that would have to be taken be- 
fore the loan was made effective, before disbursements were made. 

We further accommodated to the USOM by stressing to the IDBI 
that any further loans to them would be dependent on their record, 
ould be dependent upon our belief that they had a competent staff, 
and that they were a completely free and independent organization. 

So I think by establishing the conditions precedent and so inform- 
ing the borrower at the time the loan was granted, we took into 
account aA . the views that were raised by the mission with 

spect to the loan. 
iene. At the time the loan was granted by DLF, wasn’t 
the mission endeavoring to obtain from the III certain information 
which they considered essential for evaluation prior to approval 

loan ? 
~ Perry. I don’t recall it, no, sir. 

Mr. Reppan. The loan was approved on June 10, is that right? 

Mr. Perry. No, sir. The loan was approved on January 30, 1959. 

Mr. Reppan. The increase in the loan is what I am referring to. 
There was an increase in the loan approved on June 10, is that right ? 

Mr. Perry. That is correct. 

Mr. Reppan. The day after that increase did not you receive a com- 
munication from USOM—let me ask first, was USOM notified of 
the increase ? 

Mr. Perry. USOM was advised on June 9. 

Mr. Reppan. When? 

Mr. Perry. June 9, that the matter was coming before the Board 
of Directors, and they were asked to submit their views by NIACT, 
which means an immediate response. 

Mr. Reppan. On June 9 it went out ? 

Mr. Perry. Yes. 

Mr. Reppan. When did you receive the response from USOM? 

Mr. Perry. June 11. 

Mr. Reppan. Was that about as quick a response as you could have 
expected under the circumstances? 

Mr. Perry. We had hoped to have one on June 10. 

Mr. Reppan. And that was the date that the increase was approved ? 

Mr. Perry. That is correct. 

Mr. Reppan. What time on June 9 did this go out ? 

Mr, Perry. I don’t know. 

Mr. Reppan. When you received a response on June 11 from the 
mission, What was the substance of their comment ? 

Mr. Perry. I don’t have the telegram in front of me. It had to 
do with the sale of the stock. Because of the information contained 
in the telegram of June 11, 1959, no further action was taken on the 
loan until a subsequent cable was received from the field, June 25, 
1959, at which time we—this was June 25, approximately 3 weeks 
later—we notified the borrower that his loan had been approved. 
i” Harpy. You had approved the loan actually on June 10, hadn’t 

Mr. Perry. The Board had approved the loan, but in the light of 
the letter, or rather this telegram, we felt that they raised serious 
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questions and we took no further action until that was resolved to th 
satisfaction of USOM. 

Mr. Harpy. Do you know anything about what happened oy 
there in the meantime, between those two telegrams. You don’t have 
any knowledge of that? 

Mr. Perry. No, sir. 

Mr. Harpy. You were familiar with the memorandum which wy 
relayed to you by Mr. Bell, of the State Department, from the Mx 
sion Director ? . 

Mr. Perry. I am not—I can’t recall it at the moment; no, sir, 

Mr. Harpy. That was June 18, from Mr. Bell to you, supporting 
a memorandum from Mr. Haggerty to him. eT 

Apparently that must have been followed by some action becanse 
it supported the telegram of June 9 which you received on the 1ith 
You don’t have that before you ? 

Mr. Perry. I have only the telegram of June 11. 

I undoubtedly read the memorandum. 

Mr. Harpy. As a matter of fact, you replied to it, didn’t you, » 
June 29? But you did not reply to it until after you had announeel 
the action. 

Do you have before you your memorandum of June 29 to Mr, Bell! 

Mr. Perry. Yes, sir. I see that I signed it. 

Mr. Harpy. You mean somebody else wrote that one for you? 

Mr. Perry. I will take full responsibility for it. 

Mr. Harpy. I am not thinking about responsibility at the moment, 
But if that kind of memorandum came across my desk, I think I would 
have dictated the response. 

Mr. Perry. We did not send the telegram to the field until the day 
before the Board meeting. We were in Ambassador McIntosh’s offe 
and I said, reading through the paper, “where are the USOM views?" 
and we suddenly realized we did not have them. 

That is why this was sent out. I think the record shows that we did 
follow the advice given to us by Mr. Haggerty. The loan was not 
announced until July. And we did not announce it until after he had 
been able to get the information which he asked for. 

Mr. Harpy. Actually you disposed of the matter, in the final ana: 
ysis, by taking the position that in substance what you did conformel 
with what Mr. Dillon had agreed to do with Israel. 

Isn’t that what it says? 

Mr. Perry. It says it is consistent with this conversation. I dont 
think Mr. Dillon committed us. 

Mr. Harpy. At least it is your testimony that you did not doi 
simply because he had so committed you ? 

Mr. Perry. No, sir. Mr. Dillon had indicated to the Government 
of Israel that we were considering additional loans and that we wer 
working hard on them. 

Mr. Meaper. Mr. Chairman, I have been listening here, and I think 
sometimes I am not sure that I understand all of the documents thi 
counsel has. 

Mr. Harpy. You and I are in the same fix, because we have nd 
read them all. Wehave not had time. 

Mr. Meaper. As Mr. Brand knows, I am extremely interested i 
the extent to which, and the manner in which, the Development Low 
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Fund is seeking to carry out one of the purposes announced in the 
creation of the Development Loan Fund by the Congress, namely, to 
romote the investment of private capital and economic development 
with private capital through free enterprise means. s 

I personally do not like the word “pri vate sector” myself. It 
seems to me that if the Development Loan Fund is to operate pri- 
marily in Washington, and with a small staff, the only means of get- 
ting financing into the hands of the private businessmen in these 
countries, Where we are seeking to promote economic development, 
is through institutions like the development loan banks, and this is 
one example, the Indust rial Development Bank of Israel. : 

Apparently, serious questions were raised—and I think they 
should be developed on our record here. I hope it can be done with- 
out any reference to or quotation from classified documents. Seri- 
ous questions were raised by the mission in Israel as to the character 
of this development bank of Israel, the Industrial Development 
Bank. a ; 

Apparently those were sufficiently impressive to the loan officer, 
Mrs. Shorter, so that she reported those problems and views to the 
Board of Directors, as I understand it. 

Here the matter of the increase came up, apparently while some 
of these problems about the character of the Development Loan Bank 
of Israel were unresolved. A request was made to the mission on 
June 9, and a very prompt reply appeared to have been returned to 
the Development Loan Fund on June 11, and yet, notwithstanding 
that, before obtaining the views of the mission the Board took action 
on June 10. 

It would strike me that if we were seeking to influence the character 
of the local industrial lending institution, through which we neces- 
sarily must provide financing for the private capital enterprises in a 
country, we were putting ourselves in a pretty poor position to have 
any influence on it if we granted the loan in advance of the clearing 
up of these problems that have been raised and seem to have been 
given some weight. 

Mr. Branp. I agree, Mr. Meader, with your general comments, that 
if a serious question still remained, it would not have been proper 
for the DLF to release the announcement and make the loan. How- 
ever, on the 25th of June, just 7 days after the memorandum that the 
chairman has referred to, a cable was received, and I will paraphrase 
it because it is a confidential cable, which says that no objection is 
made, no further objection is made, to the release of information re 
additional $5 million loan. 

So whatever the character involvement was that was going on, it 
had been relieved in the officer’s mind because this was from Mr. 
Haggerty. And I might point out that since this matter has come 
up, and the committee has advised us of the studies in Israel, we have 
sent a group, including the very well-known investment banker from 
New York, together with the Deputy Manager Director for Private 
Enterprise at DLF, and another member of our private enterprise 
group, to Israel, and they have visited not only the IIT, now the IDBI, 
but they have visited several of the companies to whom loans have 
been made, and they have reported to me that it is as fine an operation 

48437—60—36 
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as they have found abroad, and one of the most outstanding that they 
have found abroad. 

We are prepared to give the committee a written report of this 
visitation of the group from the DLF, so that there can be no longer 
any doubt in your minds as to the propriety of the loan, the way th 
loan was made, and what is being done with the money. That yil] 
be done on Monday. It is not here yet. That will be done m 
Monday. 

Mr. Meraper. I would be interested in seeing the results of that 
report. 

(The report referred to appears on p. 363.) 

Mr. Mraper. Let me ask, because I am interested in the character. 
istics of the development loan banks in various countries: Are you 
personally familiar with the objections that were raised by the mission 
to the character of the Industrial Development 

Mr. Branp. No; I am not. 

Mr. Meaper. You have not personally studied the matter? 

Mr. Branp. I have not. I dia not know there was any matter of 
that type under consideration until right now. 

Mr. Meaper. Mr. Perry, are you familiar with the objections raised 
to the character of the Industrial Development Bank of Israel, or its 
predecessor ? 

Mr. Perry. I was aware of the fact that at one time the mission 
had the feeling that it was not—that the bank was not allowed sufh.- 
cient freedom in its decisions. 

Mr. Meaper. Does that mean that the Government of Israel] di- 
rected the lending policies? 

Mr. Perry. That it had too much control over the bank. The other 
aspect was that they were not satisfied that the bank itself had 4 
sufficiently large staff to do the job. 

Mr. Meraver. Was there also a suggestion that the equity capital in 
the bank was not sufficiently spread across the private business com- 
munity of Israel so that 

Mr. Perry. Originally it was held by—there were four banks I 
think which had the majority of the voting stock, and that was the 
purpose of the second public offering. 

It is my understanding that these deficiencies—as I said before— 
have all been substantially corrected. We did not make the second 
loan until in our opinion they had been corrected. 

When Mr. Haggerty, on June 11, felt that he was not completely 
satisfied, we agreed to move no further on the loan and did nothing 
further until after June 25 when he advised us that he had no objec- 
tion. We then went ahead. 

Mr. Meaper. You approved the loan the day before you got his 
objection? The Board had taken action ? 

Mr. Perry. We were satisfied, DLF in Washington, that these 
earlier problems had been resolved, that there were no longer sub- 
stantial issues. 

Mr. Mnaper. Let me ask you first about these. As I understand 
vou there were three deficiencies in this bank. One, it was too clos 
to the Government; two, they did not have a big enough staff; three, 
the equity capital or voting stock was too closely held. 

Mr. Perry. Right. 
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Mr. Meaver. Not spread across the business community of Israel, 

at least. to the extent Mr. Haggerty and Mrs. Shorter thought was 
irable. 
— did you think about those deficiencies, are they serious or not? 

I am talking now with respect to the character of the industrial 
development banks through which the DLF intends to carry out 
the purposes of its statute. Are those serious matters? Let’s take 
them one by one. How about an industrial development bank that is 
dominated by a government? } 

Mr. Perry. I think one has to look at these in a case by case situa- 
tion. We have made loans to government-owned development banks. 
So there is nothing in the nature of. ' 

Mr. Meaper. Let’s keep it in Israel. Let’s talk about this loan. 
What is your view about the seriousness of the alleged deficiency that 
the III, or Industrial Development Bank of Israel, was dominated 
by the Government—too close to the Government, whatever phrase 
was used by the person raising the objection. In this case do you 
feel that that, was a serious matter or one that was of no consequence ? 

Mr. Perry. I did not share Mr. Haggerty’s very strong views on 
this matter; no, sir. I thought that he exaggerated them or rather 
they were not quite of the importance he considered them. How- 
ever, in deference to his views, since he was the mission chief, his 
views were taken into account in all the actions—in the actions lead- 
ing up to both loans. 

Mr. Meapver. And you regarded it as not being very serious? 

Mr. Perry. I beg your pardon ? 

Mr. Meaper. You did not regard deficiency No. 1, Government 
domination—— 

Mr. Perry. As serious as Mr. Haggerty. 

Mr. Meaper. But you did regard it as being undesirable ? 

Mr. Perry. I think in this case it would be better to have an insti- 
tution that was more independent than it was. 

Mr. Meapver. How about item 2, the inadequacy of staff? Did 
that weigh very heavily with you? 

Mr. Perry. That is always very important in any development 
bank. 

Mr. Mraper. And then this other matter about the narrow base of 
control, item 3, the third deficiency. What was your reaction to 
that? Was that serious or not? 

Mr. Perry. My reaction again was much like the reaction to item 1 
that you cited. I think I did not share Mr. Haggerty’s tremendous 
concern about it. I think that it was desirable to do it. 

Mr. Meaver. I am beginning to get the impression, Mr. Perry, that 
the character of these development loan banks, or industrial develop- 
ment loan banks, is not extremely important to you, or to the DLF; 
that almost. any old industrial development bank, whether Govern- 
ment-owned or Government-dominated or owned by a few people who 
might have their own axes to grind, is perfectly all right as an instru- 
mentality for carrying out U.S. policy. 

Mr. Perry. We look at each situation on its own. I think the record 
will show that we do pay very great attention to the character of the 
institution. It is of a decisive nature in the decision to make a loan. 

Mr. Mraper. Do you think I am making too much of a point in de- 
scribing an industrial development bank as an agent of DLF in carry- 
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ing out the policy enjoined upon it by the statute? Am I eXaggerating 
that relationship ? Saale 

Mr. Perry. I don’t think I understand the question. 

Mr. Mraper. I am going back to my premise. If DLF is to Operate 
in Washington, and not to have agencies around the world Completely 
and direc tly under its own control and supervision, and it is to pe each 
the private business world and not just make loans to governmens 
in large amounts, it does not seem to me practicable for it to be done 


' 


in any other way than to have within each country an industry 
development bank of some kind. 

In a sense, when you make a loan to that bank for relending to th 
private business community, the private c: pital enterprises in thy 
country, that industrial development bank is the agent of the Dp | 
velopment Loan Fund in Washington to carry out the objectives of 
the Development Loan Fund as passed by the Congress and to Which 
we provide taxpayers’ funds from time to time. 

Is that a fair statement ? 

Mr. Branp. I might intercede here, Mr. Meader, if I may, Yq 
have described exactly my views as to how this lending to smaj 
private enterprise should take place. 

It is quite impossible to go around the world and make these jp. 
dividual loans at the level of up to $250,000 on an individual basis, 

In the instant case, what we are talking about is the judgment | 
Mr. Haggerty, and no aspersions are cast upon his ability to make | 
judgment at all. He was on the ground; he had certain ideas in mind 

I don’t happen to join in the issue of whether we should make q 
loan to an agency abroad that is dominated by the Government, be. 
cause we are government ourselves. 

I think in trying to build good will with foreign governments we 
should not cast aspersions on their entities because the government 
in this type of relending job has some ownership and has some policy 
— tion of their government. 

I don’t think we ought to make loans in a country that are not ap. 
proved by the Government, by the host country. Therefore it came 
down to a matter of judgment. Afterwards—it is a lot easier to doi 
afterwards—we sent experts in lending organizations, people who had 
been in the banking business all their lives t to look these over. 

They reported to us on the loans that had been made by these len¢- 
ing institutions and examined for the DLF. 

So apparently the judgment of DLF proved a be ane satisfactory, 
that the entity Is running in a well-managed wa 

Mr. Haggerty’s judgment, no matter what it was based on, has not 
proven to be the right judgment in the course of later events. 

Mr. Mraper. I don’t know how familiar you are with these spe | 
cific documents, and of course we did have the advantage of having 
Mr. Haggerty before us as a witness when we were in Tel Aviv. 

Mr. Branp. Maybe this is one of the times, Mr. Chairman, I ought 
to examine the record. 

Mr. Mraprr. I think the record, even as it has been developed her, 
shows that Mr. Haggerty raised certain questions and he said dont 
give these —_ the money until we have ironed out these difficulties 

Mr. Brann. I don’t think you recognize that we have a cable from 
Mr. Haggerty saying go ahead with the loan. 
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Mr. MEADER. That Is correct. ; 

Mr. Branp. And within 7 days after this. So no money was paid 
out until he did approve 1t. 

Mr. Meaver. You don’t need to disagree with Mr. Haggerty. The 

int that I am making is that he said there were certain things wrong 
with this development loan bank and he hoped you wouldn’t give them 
any money until they made some of the corrections that the mission 
thought they should make. And apparently you got some confirma- 
“ion that they later did. tet 

Mr. Perry. He was saying that he wanted more information be- 
fore reaching that conclusion. I don’t think there were any corrective 
actions taken. 

Is that correct ¢ 

Mrs. Sorter. That is correct. 

Mr. Meaver. This public offering was one, wasn’t it? 

Mr. Perry. No, sir. That had already taken place. That was a 
condition precedent to our first offer. He was merely saying he needed 
more information to satisfy himself on the independence or on the 
other matters. 

Mr. Monacan. Quoting from Mr. Haggerty’s testimony before us, 

he said : 
When we learned that this $5 million loan was imminent, it was the position of 
this Mission that the U.S. Government ought to be somewhat more satisfied on 
the carrying out of previous undertakings before giving up what bargaining 
power we have in availability of this dollar loan, which is a fairly substantial 
one. 

Mr. Harpy. There is another aspect of this, too. I think that the 
application that has been made here is very pertinent, because here we 
are dealing with the types of institutions which probably will be- 
come more important as time goes on, and where there are deficiencies 
in those institutions I think it is going to be incumbent upon DLF to 
make certain that they are cleared up before we get into a big loan 
program. 

Mr. Brann. I want to be sure the record shows that to be exactly 
the case in the instant discussion. 

Mr. Harpy. I wanted to make that observation myself to save you 
the necessity of doing it. 

In this case apparently the objections which were enumerated by 
Mr. Meader in his three particular points evidently were disposed of 
somewhere along the line before the announcement of the loan was 
made. There is another aspect of this that I think we have not 
pointed out specifically. We have discussed the objections raised by 
the Mission, but Mrs. Shorter raised similar objections in May, and 
the Board had before it, or should have had before it, her memorandum 
which pointed out almost the identical shortcomings to which the 
Mission itself objected. 

So maybe the Board had overruled Mrs. Shorter’s objections based 
on her evaluation of the documents she had before her. That was 
pointed out in a memorandum which she prepared on May 14. The 
mission wasn’t by itself. In any event, the point that I think is im- 
portant here is that apparently the points which had been raised 
by the mission were cleared up before the announcement was made. 
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There is one other aspect that I did wonder about, though. Wa 
a representative of the Israeli Government advised on June 10 the 
the Board had approved ? P| 

Mr. Perry. No, sir. The Development Loan Fund did not infor 
the Government of Israel 

Mr. Harpy. I drew the inference ‘“pparently incorrectly, Mr, Perry, 
from your memorandum of June 29 when you indicated that whey 
you received the cablegram from the mission on the 11th, you Advised 
the Israeli Embassy it would be a little while before you made the 
announcement. 

Mr. Perry. No, sir. We 

Mr. Harpy. That to me implied that they had already been told th; 
favorable action had been taken. 

Mr. Perry. No, sir, it was quite the contrary. We told them thy 
we would not be able to tell them until sometime in July as to whethe 
we would be able to make the loan or not. 

Mr. Harpy. I am glad to get that cleared up. 

Thank you. 

Mr. Meaper. Mr. Chairman, before we leave that point, I got the 
impression, I believe from a statement made by Mr. Brand, that they | 
regarded it as not feasible to set up any standards or criteria for,| 
satisfs actory development loan bank, that they sent around this team of 
bankers to look at ac ‘tually the way they did make their loans and they 

came back with a very rosy report on the operations of these banls| 
that they had surveyed. 

I have felt that out of these specific experiences, perhaps with the 
Israeli Development Loan Bank and others that the Development 
Loan Fund has dealt with, even up to this time, that some genenl 
characteristics of a satisfactory institution could be developed. If 
they are, it would seem to me any survey by a team of bankers such x 
you referred to could be more fruitful because the *y would have some 
kind of a standard against which to apply performance. 

I am wondering if I correc tly interpreted your position when ]| 
seemed to get the impression that you don’t think it 1s feasible to set} 
up any sti andards or criteria even in general terms, 

Mr. Brann. I certainly didn’t want to leave that impression, Mr. | 
Meader, because I feel quite the opposite. 

You remember in November we had a discussion on this very point, | 
as to whether or not the DLF would set up any standards or could #| 
up any standards or criteria for the development banks. I took action | 
in two w ays: One, by forming a group and going myself to visit sever 
of the industrial banks abroad. Iv isited three. 

It just happens I have not been in Israel to visit this one. 

One of the purposes in sending this group abroad was to examine 
what they were doing, what kind of people they were dealing with,| 
the type of executives, the training, the experience that they had, i 
order to form opinions and again to establish criteria for future oper 
tions. 

In other words, I felt it better that we go have a look and gt 
acquainted, look at the projects we are financi ing before we try toe 

tablish future prerequisites upon which to base going operations it 
this field. 
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Secondly, as 1 informed the committee, we are setting up our own 
audit shop. One of the important things that this will bring about is 
a standard procedure for handling the subloans that are made in these 
organizations. Again, we feel that that should be set up before we try 
to tell the auditors what to do. I think the auditors should make an 
examination of what has been done and then tell us what steps should 
be taken in proper order, and we expect to follow these. So it is just 
exactly opposite to the opinion I have given you. _ 

Mr. Meaver. As I understand it, you do require a report on loans 
over acertain size. Am I correct? 

Mr. Branp. We require a report on all loans, but it varies. In some 
banks, depending upon the degree of their efficiency and their expe- 
rience and operations, we have a level of $100,000. Beyond that we 
have to approve the loan before it is made. If they make a loan under 
the $100,000, then they may submit a report of that loan rather than 
having prior approval by DLF. In some countries this goes up to 
$950,000. I believe Israel is one of those countries. 

Mr. Meaver. Would it be too difficult, Mr. Brand, for you to submit 
to the committee a statement, country by country, of loans made to 
industrial development banks ? 

Mr. Branp. Oh, yes, it would be very simple for us to do. We 
have those prepared already and will be happy to submit them for 
the record. 

(The information requested follows :) 


Summary of Development Loan Fund loans to development banks and similar 
financial intermediaries as of Mar. 2, 1960 


Loan | Amount /|Interest Currency of Agreement 
rate payment signed 

Guatemala rubber project $5, 000, 000 534| Dollar Aug. 17, 1959 
Credito Somalo 2, 000, 000 4 Local currency Mar. 19, 1959 
Industrial & Mining Development Bank of Iran 5, 200, 000 534 Dollar Nov. 19, 1959 
Industrial Development Bank of Israel | 10, 000, 000 5 Local currency 1 May 12, 1959 
Banque de Credit Agricole Industrial et Foncier 5, 000, 000 4'6| Dollar 

(BCAIF, Lebanon). | 
Industrial Development Bank, Turkey | 10, 000, 000 5 Local currency Sept. 12, 1958 
Pakistan Industrial Credit & Investment Corp., 4, 200, 000 5 Dec. 4, 1958 

Ltd. (PICIC). 

Do. als sinc : 10, 000, 000 5'6| Local currency Jan. 15,1958 

Korean Reconstruction Bank 5, 000, 000 5 do 
Philippines Small Industries Loan Fund (Central 5, 000, 000 | 54} Dollar May 6, 1959 

Bank). 
Taiwan Small Industry Loan Fund } 2,500, 000 | 5'\| Local currency Dec. 12, 1959 
Land Bank of Taiwan 686, 000 | 5 do Mar. 18, 1959 
China Development Corp 10, 000, 000 | 534 do Pending 
Bank of Monrovia (Guaranty) 250, 000 2 Dollar Do 

peeebi is 5...4; 74, 836, 000 


' Amendatory agreement to increase original loan from $5,000,000 to $10,000,000 pending. 
? Rate of 2 percent per annum of highest liability assumed by DLF. 


Mr. Meaper. I might say I am extremely interested in any progress 
you might make along the line of insuring that loans made to these 
development loan banks will in turn be used in the spirit and the letter 
to carry out the purposes of the original creation of the Development 
Loan Fund. 

Mr, Brann. As a result of the committee's observation in the No- 
vember 11 hearing, we have now accomplished the mechanics so that 
we know before reimbursement. is made whether or not there is any 
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political possibility of the loan not achieving the purposes that y 
desire. I think we all know what I mean by that. 

Mr. Harpy. Are there any further questions ? 

Mr. Monaean. I have one question in connection with the endy 
check. The transcript here shows that we had this hearing on §gp. 
tember 24, 1959. At that time Mr. Reddan suggested that the cop, 
mittee request a copy of the information, namely a breakdown of hoy 
the money had been expended. I note that the data on this cop, 
munication from an officer of the Israeli Government is in December 
December 23d. 

Mr. Perry. That was as of June 30, is my recollection. 

Mr. Monacan. My point is, between September 24 and December 
23, it took that interval to get the information. I wonder if they 
was any other contemporaneous process going on whereby this infor. 
mation was being furnished ? 

Mr. Brann. May I ask, Mr. Monagan, you are not referring to the 
subloans. This is the other loan, the $15 million loan ? 

Mr. Monagan. Thisis loan No. 5. 

Mr. Brann. Yes, $15 million, not what we have been talking about 
The next report on that is due March 31. - 

Mr. Monacan. My question is, Was there any reporting going ont 
DLF at this time? What is the record so far as end-use checking js 
concerned in DLF? 4 


Mr. Branp. My statement is that bills of lading come in and ap | 
checked by the ICA disbursing officer on each item. He is here noy, | 


I think, Mr. Chairman, if you would like to examine him. 

Mr. Monaaan. Are you going to cover that? This is a list ag of 
June 25, 1959, which we asked for on September 29, 1959. It was 
received by letter dated December 23, 1959, from the Government of 
Israel. 

Apparently that is the first record of this thing. I wonder if this 
is the way this use of commodities is followed up, or if there is some 
prompter system whereby they can be checked. 

Mr. Harpy. The question involved now is do you have a require: 
ment that such report be submitted periodically ? 

Mr. Perry. We require a report semiannually. 

Mr. Monacan. What was the first report on loan number 5. 

Mr. Perry. We would have to check that. 

Mr. Harpy. I think the corollary question is if they are required 
semiannually, I presume it is January and July. Is that right? 


Mrs. Suorrer. As of the end of June, and the end of December, | 


and they have asked for 3 months to complete those reports. 

Mr. Harpy. They have asked for 3 months. Then can you er 
plain why it was December before this was prepared ? 

Mrs. SHorter. May I comment on the report that you are speaking 
about? You asked for a report by the name of the end user, the 
person who was importing the equipment, I believe. That was not 
one of our standard requirements. So that they had to go to other 
records to get that report. 

Mr. Harpy. Mavbe that will explain it. 

Mr. Monaaan. Did you have a report within 3 months after the 
end of June in DLF as to these items, with the exception of the name 
of the users? 
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Mrs. Suorter. If I remember rightly, that report was delayed 
about 1 month because of illness on the staff. They had called me 
and told me the report would be delayed. 

Mr. Harpy. But you did have such a report ? 

Mrs. Suorter. We did have a report. It is not the same kind of 
report that the committee asked for in Tel Aviv. It was not by 
name of the company that was receiving the equipment. 

Mr. Monacan. Wouldn’t it be rather an incomplete report if you 
didn’t have the name of the user of the commodity ? 

Mrs. Suorter. Yes, sir. That was asked for originally. They 
pointed out the volume of work that would be entailed in presenting 
that, and asked if we would be satisfied if they kept those records 
so that they could be compiled if they were asked for. 

Mr. Monacan. Is it your custom now to require the name of the 
purchaser in all these reports, these semiannual reports ? 

Mrs. Suorrer. This is a loan of a—this is No. 5. We do not get 
it by name of end user. We get it by category. 

Mr. Monacan. Your answer is no? 

Mrs. Suorter. We do not, at least I do not, have any other loan of 
this type. This was a first loan and it was agreed that the reports 
to us, the compiled reports, would be by category of expenditure, 
with the recognition that the documents that were in the hands of the 
controller would show the ultimate user of the equipment, and that 
a list could be compiled. 

Mr. Monacan. You have no other loans of this type, I take it? 

Mr. Branp. No. This is a sort of individual proposition. I think 
your comment is well taken. If they are not required in the name of 
the end user, certainly they will be required. 

Mr. Monacan. Hasthis been disbursed now ¢ 

Mr. Perry. Substantially. I must call your attention to the fact 
that before payment is made, there has to be supporting documents 
to show that the goods were shipped and received. This report doesn’t 
serve as any basis for payment. With an end-use check it will be 
possible to verify whether equipment has been used by the persons 
who were supposed to use it. 

Mr. Monacan. Will the report of January 1 be substantially the 
last report of this type under this loan ? 

Mr. Perry. As of September 30, yes, it would be. 

Mrs. Suorrer. May I correct a statement I made? 

I was thinking of another loan. There is a requirement that. they 
submit a list of the names of all end users who imported equipment 
valued over $5,000, and they are submitting that. 

Mr. Harpy. In terms of reporting items, since you have that avail- 
able right here in ICA, I don’t know why you have to get it from the 
mission. Does it come from the mission ? 

Mr. Brann. It comes from the Government. 

Mr. Monagan. I didn’t suggest that they have to get it that way. 

Mr. Harpy. I understand. 

Mr. Monacan. I wondered whether they have a contemporaneous 
reporting system within ICA, or within DLF. 

Mr. Branp. Mr. Chairman, do you mind if we take a short recess? 

Mr. Harpy. Not at all. 

(A short recess was taken.) 
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Mr. Harpy. Mr. Tennant, will you come up, and Mr. Zorn? 

I appreciate your coming here on such short notice. 

Mr. Tennant, do I understand that you succeeded Mr. Murphy x 
Controller of ICA? 


STATEMENT OF EDWARD F. TENNANT, CONTROLLER, INTERN). 
TIONAL COOPERATION ADMINISTRATION; ACCOMPANTED 
RALPH ZORN, CHIEF, ADMINISTRATIVE AUDIT BRANCH 


Mr. Tennant. Yes, sir. 

Mr. Harpy. We will worry you from time to time as we used ty 
worry Mr. Murphy. 

Mr. Tennant. We will be glad to cooperate at any time. 

Mr. Harpy. Thank you so very much. Did you bring usa sample 
of the type of documentation which is required before you disbury 
funds under the Israel loan No. 5, I believe it is? 

Mr. Tennant. Yes, sir. We brought one voucher. We have dis. 
bursed a little over $12 million on this loan. This is one voucher. 
voucher No. 18, which we just picked out at random. 


Mr. Harpy. You have three good sized folders there. Is that al] | 


one voucher? What is the amount of that voucher ? 

Mr. TENNANT. $802,524.72. 

Mr. Harpy. That is broken down into quite a number of different 
invoices ¢ 

Mr. Tennant. That is correct. Normally for each transaction we 
get an invoice, a bill of lading, and a certificate from the supplier, 
which certifies in summary what is in the individual claim. 

Mr. Harpy. The payment of those funds, is that a reimbursement 


to the Government of Israel for having paid those accounts? How | 


is that done? 


Mr. Tennant. On this particular loan, most of them are along that | 


line. I believe roughly $700,000 of this loan is running through 
letters of commitment to New York banks, in which I presume on 
those the shipper is submitting documents directly to a New York 


bank and being paid in accordance with the letter of commitment, | 
and the bank checks those documents and sends them to us for post | 


audit. 

Mr. Harpy. How does the bank get paid ? 

Mr. Tennant. We pay the bank. We pay the bank through ou 
New York office on presentation of documents. 


Mr. Harpy. In a single voucher like that, there is quite a number | 


of checks that go up to make up that one voucher. If that is the 
case, how do you decide what constitutes a voucher ? 

Mr. Tennant. This particular voucher I have before me did not 
come through the banks. This happened to be reimbursed directly to 


the Treasury of the State of Israel. Normally, if it is a reimburse | 


ment directly to the country, they pull together all the documents 
for a stated loan for a particular period and they submit documents 
that are required under the loan agreement. When this comes in to 


us, our people check these documents against the terms of the | 


agreement. 
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Assuming they find no difficulty, they issue a check for the amount 
of the claim. If there are difficulties, we may suspend some portion 
of the voucher for inadequate documentation. 

Mr. Harpy. Do you have to check for specific items? = 

Mr. Tennant. We check against whatever is authorizec. under the 
terms of the loan agreement. I think in this particular loan agree- 
ment there are five categories of reimbursement authorized, and under 
each category they are described in, I guess, reasonably specific terms. 
The auditor checks against the language that is in the loan agreement. 

On this particular loan agreement I also believe there were amend- 
ments on the type of items that were authorized for reimbursement 
under the loan agreement. Our examiners will check against the 
terms of the loan agreement as amended. f 

Mr. Harpy. Do you have to check to determine whether the item 
meets conditions of eligibility and also on the consignee, or does that 
make any difference ? pihteaies 

Mr. Tennant. I don’t know whether the consignee is eligible, I 
don’t know whether we get anywhere into that. We check that the 
item is eligible. Although the importer is shown on these documents, 
I don’t think we would raise any question on it. 

Mr. Harpy. For instance, in the category of industrial develop- 
ment—I think this is one of those—industrial machinery and parts, 
textile machinery and parts, millwork machinery, machine tools and 

arts. As long as the item which has been furnished falls in that 
a category, then it is eligible for reimbursement, is that right? 

Mr. Tennant. That is correct, Mr. Chairman. 

Mr. Harpy. And you don’t have to check whether or not it may even 
have been exported, if it may have been sent to an exporter? 

Mr, Tennant. Reexported ? 

Mr. Harpy. Yes. How would you know? 

Mr. Tennant. That would come up at the time of an end-use check. 
On this particular loan agreement we do provide end-use checking 
services for DLF on request. I believe they have requested us to 
audit this, and I think we have it scheduled for March or April, I be- 
lieve, this year. That is the time that it would come up. 

Mr. Harpy. I wonder whether or not there is really any way that 
you could determine. If they were, they were exporting in this one 
area and you could probably find out about it. But there may not be 
any such thing as a noneligible user under that loan. Can you think 
of anybody who would not be eligible to receive this equipment under 
that loan, excepting for reexportation ? 

Mr. Tennant. I can’t think of any, but I must admit that I am 
not acquainted in full with the terms of this loan agreement. I doubt 
that. I think most would be in reexport. There may be some terms 
in this agreement that I am not fully familiar with. 

Mr. Harpy. I believe that the one invoice that we were looking at a 
moment ago was for automotive equipment. You don’t have to make 
any determination as to whether that automotive equipment was for 
usé In one of these specified broad categories? That is not your func- 
tion in order to be able to pay this? 

Mr. Tennant. One of the categories would have to authorize the 


payment for automotive equipment. And if it was so authorized, we 
would pay it. 
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this loan, unless the specific categories: 

Mr. Harpy. You have quarrying, mining, and public works ag, 
broad category. So if they order anything to carry out that woy 
or that could be used to carry out that work, it would be eligible? ’ 

Mr. Tennant. Yes, sir, I believe that is correct under the trays 
portation authorization here for transport equipment and parts, 

Mr. Harpy. Just one other question. From the documents CON: 
tained in that voucher, is it possible to determine with specificity th 
particular items that were bought with these loan funds? ; 

Mr. Tennant. Yes, sir. In each case there is an invoice for th 
item that was purchased. The ones that I am looking at here gp 
very specific. 

Mr. Harpy. Is there any way to determine whether the item wa 
actually delivered ? 

Mr. Tennant. The bill of lading is here which shows it was loaded 
on the boat. 

Mr. Harpy. That is a little different. 

Mr. Tennant. That is correct. 

Mr. Harpy. There was a situation in Iran where there were; 
lot of bills of lading but we couldn’t be sure that the equipment eve 
got where it was supposed to go. 

Mr. Tennant. That is correct. 

Mr. Harpy. The only thing that you are concerned with, in order 
to disburse funds under the loan, is to be sure that they are shipped! 

Mr. Tennant. That is right. 

Mr. Harpy. Is there any way to determine the condition of th 
items when delivered? You are not responsible for that, are you! 

Mr. Tennant. No, sir. If we make an audit at DLF’s requeg 
on the site in Israel, the auditor would attempt to check out on this 
item at the time he made the audit. 


Mr. Harpy. Is there any way under this system that we can lk | 


sure we don’t have the situation we had in Iran, where a lot of th 
material arrived and stayed on the dock and got lost? We dont 
know whether that is so or not, do we? 

Mr. Tennant. Under this reimbursement procedure we cannot tel 
that, that is correct. 

Mr. Meaper. Mr. Chairman, are you referring to the tires? 

Mr. Harpy. That is one thing I was thinking about. 

Mr. Meaper. Where the people over there were short of tires, and 
they went down to the dock, saw all these tires, 3,500 of them or some 
thing, and said maybe we can go and buy them from that fellow, ani 
it turned out they owned them already. 

Mr. Harpy. That could happen insofar as your payment procedure 
is concerned ¢ 

Mr. Tennant. Yes. This would be picked up in the end-u 
audit. The auditor, of course, would attempt to try to asceriail 
whether it was left around unused. 

Mr. Monacan. When do you make that end-use audit? 


| 


Mr. Harpy. In other words, if the request came from public Works | 
regardless of what the intended use of the vehicle was, it would b, 
eligible ? 

Mr. Tennant. I believe that is correct, sir, under the terms g | 
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Lic Works 


Would bk Mr. Tennant. Our arrangements with DLF are to make them as 
| oon as practicable after they request it. 

terms of | 3 Mr. MonaGAn. This is the first one ¢ 

Mr. TENNANT. ot, wus 
TOrkKS ac TAGAN,. c : 
aah ae a rae. Te Israel, that is correct. I think it is March or 
‘igible? April we have this scheduled for. Par ne 
the trans. Mr. Monacan. What information will that audit contain, in addi- 
rts, ) tion to what you have already testified about here? 


Mr. Tennant. The audit would be an on-site audit which takes 
lace in Israel, which would attempt to ascertain that the terms of the 
oan agreement were carried out; and to the extent that shipments of 
ce for th | items are involved here, that they were in fact received and distributed 
t here ar im accordance with the terms of the loan agreement. 

Mr. Monacan. How would you determine that? 


1eNtS Cop. 
‘ficity the 


item was Mr. Tennant. The auditor would attempt to check through customs 
"| yecords, arrival and distribution records that the Israeli Government 
vas loaded would have. 


Mr. Monacan. Would that be confined to the arrival at the port, 
or would 

Mr. Tennant. Arrival and distribution to the end users. 

Mr. Harpy. How do you know they would have records? 

Mr. Tennant. I don’t know whether this particular loan required 
them to make any special reports in this area or not. So I can’t 
answer you categorically, Mr. Chairman. 

1. in order Mr. Monacan. Have you finished that answer? 
- shipped! Mr. Tennant. Yes. 3 

Mr. Monacan. I understand that DLF gets a semi-annual report 
on of the, of this information. I want to understand, myself, would this end- 
use check that you would make tie in in any way with that reporting? 

Mr. Tennant. The auditor normally would check, make selective 





re were q 
ment ever 


are you! 
"S request | 


ut on ths | Checks of reports that the borrower made to the DLF to ascertain 
whether they were accurate on a selective basis. 
we can | Mr. Harpy. How many end-use examinations have you made for 
ate I ? 
lot. of the | DLF’ : . 
We dont Mr. Tennant. Approximately two or three, I believe. I have 


toqualify that. There may be some in process right now. 

Mr. Harpy. If I had known they were going to be that few I might 
have asked you to be accurate. I thought maybe there had been a 
whole flock of them. 

Mr. Tennant. No, they have only recently gotten these underway. 

Mr. Monacan. Have you completed any ? 

_Mr. Tennant. We completed one in Ceylon. We did some selec- 
tive work in Iran. I wouldn’t say that one in Iran qualified as an 


annot tell 


tires, and | 
n or some: 


sllow, and a 

end-use audit. This was preparatory work. 
hima | Mr. Monacan. It didn’t have anything to do with tires? 
I Mr. Tennant. I don’t believe so. 

is Mr. Harpy. There are a lot of other items we could ask him about 
e end-us . 

in Tran. 

ascertail | 


_ Do you know whether there was a pretty good performance in Iran 
in accordance with what the plans were ? 

Mr. Tennanr. I can’t answer that because, as I recall, this man we 
| Sent out was to attempt to get the Iranians to set up records. 
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Mr. Harpy. So you were trying to prepare for an end-user? 


Mr. Tennant. No, I think we were trying to be sure the Iranjgy | 


set up adequate controls. 
Mr. Harpy. I hope you have better luck than we did. We coulgy 
get our own Mission to put in reasonable records. Z 
Mr. Tennant, you brought this voucher and all of the inyoig, 
with you. Would you be good enough to send us a copy of just ox 
sample set ? . 
Mr. Tennant. I would be glad to. 
(The financial documents pertaining to Israel loan No. 5 were sy}. 


mitted by ICA and have been made a part of the subcommittee’s et. 


manent files.) 
Mr. Harpy. The committee stands in recess until Monday mornino 
at 10 o’clock. . 
(Thereupon, at 4:30 pm. the subcommittee was adjourned, to ». 
convene at 10 a.m., Monday, March 7, 1960.) 
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OPERATIONS OF THE DEVELOPMENT LOAN FUND 


MONDAY, MARCH 7, 1960 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON FOREIGN OPERATIONS 
AND Monerary AFFAIRS 
OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to notice, at 10:15 a.m., Hon. 
Porter Hardy (chairman of the subcommittee) presiding. 

Present: Representatives Porter Hardy, Jr., John S. Monagan, 
George Meader, and Robert P. Griffin. : 

Staff members present: John T. M. Reddan, chief counsel; Rich- 
ard P. Bray, Jr., counsel; Miles Q. Romney, counsel; and Phyllis 
Seymour, clerk. 

Development Loan Fund officials present: Vance Brand, Managing 
Director; Hart Perry, Deputy Managing Director for Operations; 
E. Edward Scoll, Loan Officer, Greece and Turkey; and John E. 
Loomis, General Counsel. 

General Accounting Office officials present: George H. Staples, 
Associate Director, Civil Accounting and Auditing Division; Lloyd 
Gregory, Supervisory Accountant; and Frederick K. Rabel, Assistant 
Director, Civil Accounting and Auditing Division. 

Mr. Harpy. Let the subcommittee come to order. 

We will try to conclude as quickly as we can the country program 
discussions. I believe we were going to take up Turkey next, Mr. 
Reddan ? 

Mr. Reppan. Yes; Mr. Chairman, we are scheduled to take up 
Turkey, Greece, and Honduras this morning. 

Mr. Brand, the committee was primarily interested in the Turkish 
loan. This loan of $37,500,000, I think, is known as the $37,500,000 
earmark, and I believe it was approved on October 6, 1958. 

Could you tell the committee whether that loan was made on that 
basis and whether or not a loan of that nature was in conflict with 
the established Development Loan Fund policy at that time? 


STATEMENT OF VANCE BRAND, MANAGING DIRECTOR, DEVELOP- 
MENT LOAN FUND; ACCOMPANIED BY HART PERRY, DEPUTY 
MANAGING DIRECTOR FOR OPERATIONS; E. EDWARD SCOLL, 
LOAN OFFICER, GREECE AND TURKEY; AND JOHN E. LOOMIS, 
GENERAL COUNSEL 


Mr. Branp. I didn’t understand the last part of the question. 

Mr. Reppan. Whether or not the earmarking of funds in this man- 
ner, in the absence of specific projects, was in violation of or deviated 
In any way from the policies of the Development Loan Fund at the 
time the loan was made ? 
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Mr. Branp. Well, on October 6, 1958, of course, I was not the Man. 
aging Director of the Development Loan Fund. I am informed that 
the so-called earmark which you referred to as an earmark was aety. 
ally not a loan, and is not considered as a loan. In other words, the 
loan has been made on a project-by-project basis. 

Mr. Reppan. Was ita commitment, sir? 

Mr. Branp. Well, I think in the form of a commitment. It might 
be of interest to the committee to know what the circumstances were at 
the time. The stabilization program of Turkey was under consider. 
ation by a multilateral group of countries consisting prim: ily of al] 
the industrialized nations of Western Europe, and the United States: 
and in concert they agreed to assist Turkey. By that I mean each of 
the countries taking part of the responsibility in assisting Turkey in 
the stabilization program by making loans available for essential] acy 
nomic purposes in Turkey. The IE xport-Import Bank and the De. 
velopment Loan Fund, of the entire amount, advised the Turkish 
Government that each would be in a position to consider applications 
totaling $3714 million, or a total of $75 million. 

At the time there were many projects under consideration totaling 
more than $75 million. However. they had not been sufficiently de. 
veloped in an engineering way, and the projects were submitted to the 
Development Loan Fund, so I am informed, after the reply to the 
Government of Turkey that the Development Loan Fund would eon. 
sider projects in the amount of $3714 million. 

Mr. Harpy. Let me see if I can approach it just a little different ly 
and try to get an understanding of what just did happen. At that 
time the Development Loan Fund policy was essentially to base its 
loans on specific projects, is that right ? 

Mr. Brann. I know, Mr. Chairman, you seem to believe that to be 
a fact. 

Mr. Harpy. I am asking you a question: Is it or is it not so? 

Mr. Branp. I don’t believe the Development Loan Fund policy has 
ever been solely to base loans on spec ific projects. I want to make it 

clear I don’t believe that. “Projects” and “programs,” and the worl 

“activities” have been used. All have been done by the Development 
Loan Fund, and to my knowledge I have never known a time when 
the Development Loan Fund limited itself just to projects, as I under- 
stand the word “project” to mean and to be defined, that is. 

Mr. Harpy. M: iybe there has not been any policy in that regard 
then, and the Development Loan Fund just makes loans based on 
whatever might be its particular determination at the time as the 
procedure to be followed ? 

Mr. Branp. I think what 

Mr. Harpy. Well, is there any general criteria with respect to the 
making of loans? 

Mr. Branp. Yes, Mr. Chairman. 

Mr. Harpy. Off the record. 

(Discussion off the record.) 

Mr. Harpy. Let me see if I can try to clear this thing up. Did the 
Development Loan Fund have any criteria which were of general 
application in the exercise of its lending authority ? 

Mr. Brann. Yes: the criteria was based on m: aking loans on a pro); 
ect and program basis, but not limited to the one word “project. 
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That is all I am trying to make clear. And let me make the distine- 
tion. A program might encompass the importation of necessary ma- 
terials from abroad into a country to keep its industrial businesses 
ing, aS Was the case In India or 
Mr. Harpy. But it would contemplate that there would be an 
overall program pretty well worked up into projects within that 
ogram ? 
eA Branb. Yes, sir. ’ | | 
Mr. Harpy. Is it, or was it, the general practice to require a bor- 
rower to make a clear indication of the purpose for which the funds 
would be used before approving the loan ? han 
Mr. Branv. We had that, as I understand it in this case. We cer- 
tainly had it in the Export-Import Bank, and they learned simultane- 





7: Harpy. I am talking in general now. I am trying to see if I 
can find out in general what the situation was, and then try to make 
ication of it. 
gs were criteria, including the expectation that a buyer would 
resent in some detail an outline of the uses which were to be made 
of the funds? Specific actions? 

Mr. Branp. No. Much more than that, Mr. Chairman. After the 
so-called line of credit or advance commitment is made 

Mr. Harpy. I was going to get back and ask you a little later about 
where the line of credit fitted into this thing. I am trying to under- 
stand what your requirement, in the way of specific information, was 
as to the purposes for which the money was to be used when the loan 
was approved. 5) alin 

Mr. Branp. May I explain it this way, Mr. Chairman, instead of 
trying Pe In the Turkish situation the Development Loan 
Fund had projects, although they were not what we would conceive 
at that time to be completed projects, on hand totaling something over 
$100 million. So we did know generally what the Turkish Govern- 
ment was speaking about when they asked us. And, within the con- 
fines of those $100 million worth of projects, we agreed that we would 
look at up to $3714 million. 

Mr. Harpy. Now let’s see if I understand that. They had a lot 
of projects which you had not looked at, I take it ? 

Mr, Branp. Well, when a project is submitted at an early date they 
were submitted without complete definition and engineering, or com- 

lete refinement and engineering work being done. What we mean 

y a look at something is we would examine them and then tell them 
what further information we would need. 

Mr. Harpy. You would have to make a finding about its feasibility, 
wouldn’t you, and about its worthwhileness, or would you? It just 
looks to me, and maybe I am wrong on this, but it looks to me like 
somebody said, “Well, we think Turkey needs maybe $100 million. 
DLF, how much of it will you underwrite?” And then there was a 
commitment for $37 million. Was that what it was by DLF? And 
thereafter somebody undertook to find projects to support that $37 
million; is that what happened ? 

Mr, Branp. I know the Chairman must feel that way, but I have 
said three times this morning—I have said three times this morning— 
projects totaling over $100 million were in our hands before we made 

48487—60—_37 











568 DEVELOPMENT LOAN FUND 


any commitment whatsoever, so the surmise you made can’t be bin 
rect. It cannot be correct, Mr. Chairman, for the reason that they 
were there. They were not completed projects and further informe 
tion might have to be made about them, and was given to us, | 

Mr. Harpy. What was the status of them? Just a list? 

Mr. Branp. We had applications, Mr. Chairman, and basic degey; 
tion of projects like the Zonguldak coal mines. They weal 
machinery and equipment to expand the production of the Zonguldgk 
coal mines as an example. , 

Mr. Harpy. I don’t know what you mean when you said you haj 
projects before you totaling $100 million. , 

Mr. Branp. Would you like to have for the record a list included 
of the projects we had? Wecan do that also. 

Mr. Harpy. Mr. Brand, that is just the point. I don’t imaging : 
there would be too much difficulty in making a list of projects—f 
the Turkish Government to make a list of projects which somebody 
there thought would be worthwhile. And whether or not they realy 
thought up projects, and whether they really represent what the Goy. 
ernment itself believed was feasible is a matter we don’t know aboy: 
and just a list wouldn’t mean anything. 

I am not impressed by a statement that you have a list of projects 
if that’s all you have. If you have something to indicate it—~ | 
Mr. Branp. The record will show, Mr. Chairman, that these prgj. 
ects I am speaking of were submitted to the Development Loan Fund 
6 to 8 months before anybody had any conception of a stabilization 
program. A lot of analysis work had been done on many of the 
projects, and then came the time when the stabilization program be- 
came effective, and the same projects were considered that had been 
in the hands of the Development Loan Fund for 7 months prior to | 
that time. 

Now, am I making it a bit clearer? 

Mr. Harpy. Well, I am having a little difficulty in getting ver 
much clarity out of that in the light of this quote from the Develop. 
ment Loan Fund’s minutes dated October 6, 1958: 

In view of the agreement reached in Paris on August 3, 1958, between the 
Government of Turkey and the Government of the United States, which included 
a commitment by the United States to lend $75 million to the Government of 
Turkey for economic development projects to be agreed upon, and based o 
information obtained from discussions held with the Turkish Government by 
the DLF mission to Turkey during the period August 24 to September 6, 198 
the Development Loan Fund would earmark $37,500,000 for loans for individual 


economic development projects in Turkey, applications for those projects to be 
presented for consideration by the Board at a later date. 


Mr. Branp. I assume you are referring to—you are referring toa | 
telegram from Paris on October 6, 1958, or is that minutes of the 
Board meeting? 

Mr. Harpy. The minutes of the Board. 

Mr. Branp. In the same context may I now refer to the fact that 
on December 23, 1957, which is some 9 months prior to that time, the 
Ministry of Foreign Affairs of Turkey forwarded to the USOM | 
for the Development Loan Fund project proposals totaling $188 | 
million. And these documents were promptly forwarded to Wash 
ineton for review. That is 9 months before the Board action. 

Mr. Harpy. What did those documents consist of? 


| 
| 
| 
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Mr. Branv. As I say, I will be happy to give you a list of them if 


‘on wouldlike them. _ . 
Mr Harpy. As I indicated a while ago, I do not think a list will be 


very informative. ‘ 

Mr. Branp. Do you want to examine all of the papers? 

Mr. Harpy. I think we may have to do that if we are ever going 
to understand what did take place. Maybe there was some valid 

resentation of projects that far ahead. If there was, that makes 
one situation, and perhaps leads toa different. conclusion than that 
which I am inclined to draw from the information we have before us. 
But if it is just a listing of projects without any engineering back- 
ground, it does not particularly mean much. 
~ Mr. Branp. As I said, Mr. Chairman, we spent some months in 
analysis of these proposals. There is no doubt but that 

Mr. Harpy. When did you spend that time? 

Mr. Branv. But to say that they didn’t have any engineering back- 
round is incorrect, because I think they did. It is the degree. It 
isa question of how much, and the degree. | 

Mr. Harpy. There is no point in pursing this point further here. 

I think we had better have the staff examine those documents and 
see what that time period was, and what they consisted of, because, 
frankly, I have not had the impression from other documents we have 
gotten that there is any real significance to the information which 
had been presented that far ahead. And certainly, insofar as the 
documents that we have tried to analyze are concerned, they didn’t 
signify any real engineering effort had been applied on these projects 
prior to the time that the commitment was made. ; 

I am not suggesting that the projects which were decided upon 
didn’t have a reasonable basis at the time that the loan was granted. 

Mr. Branp. Is there some misunderstanding, Mr. Chairman, that 
this commitment has the force and effect of a loan agreement? Sec- 
tion 517 only applies to loan agreements, you know, and not to—— 

Mr. Harpy. Mr. Brand, so far as the Development Loan Fund is 
concerned, of course, the Development Loan Fund’s obligation is de- 
termined when the loan agreement is signed, I suppose. 

Mr. Brann. That is right. 

Mr. Harpy. But insofar as the commitment of the U.S. Govern- 
ment is concerned, that is another matter and it goes back consider- 
ably before the Development Loan Fund had signed the loan. 
Wouldn’t you say that is true? 

Mr. Brann. That is always very true. 

Mr. Harpy. That is the point I am making. I am not trying to 
single out or determine whether the Development Loan Fund got 
itself over a barrel or not, but I am trying to see where and how this 
thing was done before DLF came into the picture, and after DLF 
came into the picture. It is entirely possible, it seems to me, that 
some agency of the Government made a commitment which Develop- 
ment Loan Fund bailed them out of. 

Mr. Branp. That may be possible to you, but the person you are 
talking about is the Chairman of the Development Loan Fund who 
made that commitment at Paris. The Chairman of the Board of 
Directors, and I think he has a right to do that. 

Mr. Harpy. I am not suggesting he does not have a right to do it. 
Tam not suggesting that there-—— 
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Mr. Brann. What is the bailout, Mr. Chairman? May T ungey. | 


stand that? If he has the right to make the commitment on behalf 
sri Development Loan Fund, certainly no bailout came in, I don} 
think. 

Mr. Harpy. Maybe my choice of words is not as good as it mighj 
be. The Chairman of the Board of Directors cannot commit th 
Board, can he? 

Mr. Brann. Certainly to look at projects. Certainly he can, 

Mr. Harpy. I am not talking about looking at projects. 

Mr. Branp. That is all they said they would do and that this woul 


be made on a basis of projects, and not on any other basis. And tha | 


is all the commitment ever said. And there is still $6 million thy 
has not been used. 

Mr. Harpy. There was a time, whether this falls in that cate. 
gory or not I am not sure, but we have some other records of this 
committee in other hearings which have led some of us to the feeling 
that maybe a lot of people in high positions in Government wer 
making commitments which governmental agencies subsequently felt 
obligated to undertake to meet. I am not sure whether this 
is one of those or not, and I was just trying to develop the situatioy 
to see if we could determine whether that did happen. Maybe it 
didn’t, but I think what we are going to have to do is make a little 
further study of the record 

Mr. Branp. We will be happy to cooperate with you. 

Mr. Harpy. Before we can arrive at a decision on that. 

Go ahead, Mr. Reddan. 

Mr. Reppan. Mr. Brand, do I understand your testimony to kk 
that as of the time of this earmark of $37,500,000 with Turkey on 





October 6, 1958, that the Development Loan Fund had before it suff. | 


cient information on which to make a judgment as to the technical 
and economic feasibility of the projects which were to go to make 
that up? 

Mr. Branp. I did not make that statement, Mr. Reddan. 

Mr. Reppan. That is what I wanted to get straight. 

Mr. Branp. We had the applications on hand. Analysis had been 
made upon them. But I don’t think all of the projects had reached 
the point you had mentioned at the time the earmark was made, 

Mr. Reppan. Had any of them reached that point I mentioned! 

Mr. Branp. Sir? 

Mr. Reppan. Had any of them reached that point ? 

Mr. Brann. I don’t know. 

Mr. Harpy. I go back to the quote I read a while ago. Maybeit 
does not mean the same thing to you it does to me. 

Mr. Reppan. Do you want to go any further with that, Mr 
Chairman ? 

Mr. Harpy. No, I don’t want to pursue this one any further. 

Mr. Reppan. Since that time, has there been any further earmark- 
ing of funds for Turkey ? 

Mr. Branp. No, sir. 

Mr. Harpy. Is that a normal procedure, to earmark funds? 

Mr. Branp. Oh, I wouldn’t say it was a normal procedure, but it 
is not a procedure that is not dna Fo some instances. I happen to fed 
myself it is a perfectly good procedure. It is perfectly justifiable 
under certain circumstances, 
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Mr. Harpy. Do you think it would be a mistake for Congress to 
write a prohibition against such a procedure ? 

Mr. Branp. I certainly do, and I think I can give you the reason 

way. 
ti would come to us, as has been done, Ww ith $1 billion worth 
of projects. It is presently doing that, Mr. Chairman. - Another 
country may come with $150 million worth or $160 million worth 
of projects. I am giving you actual cases in an open hearing. If 
you will go off the record sometime I will be very happy to give 
you the exact cases, including another country with $100 million. 
We were not prepared to encourage those countries that we would 
consider that vast volume of applications. So we said to them that 
engineering data and so forth 1s going to cost you a lot of money 
to develop this work that is needed. We will take under considera- 
tio a given number of projects, three or four, totaling roughly so 
money. 
es didn’t do that, that country would be obligated, if they 
wanted to get something from us, to submit information and data 
to comply with section 517 of the Mutual Security Act and supply 
all the economic data to back their applications while we had no 
idea of considering them. No idea at all. And yet we couldn’t 
select one from the other because we had no information to base it on. 

Under those circumstances, and it happened three of four times 
tomy certain knowledge, we have not done any legal act of committing 
a loan—and this earmark in Spain is not a legal act 

Mr. Reppan. To Turkey, you mean. 

Mr. Brann. But as the chairman says, it is a commitment. 

Mr. Reppan. You mean in Turkey? 

Mr. Brann. I mean in Turkey. No loan agreement has ever been 
signed. 

Mr. Harpy. I understand that. 

Mr. Branp. Let me finish, Mr. Chairman. 

No loan agreement was ever signed and no letter of notice was 
ever given to the Turks. So as far as the chairman’s observation 
goes, I feel as he does. It was a commitment that we would look 
at projects and consider them for that amount. But outside of that, 
it had no legality whatsoever. 

Mr. Harpy. I think the only place you and I might part company 
on that kind of comment is in an interpretation of what is meant 
by “we would look at projects.” 

Mr. Reppan. This agreement which was reached in Paris on Au- 
gust 3, 1958, according to the notes of the Development Loan Fund 
and the minutes of the Development Loan Fund meeting on October 
6, 1958, constituted a commitment of the United States to lend $75 
million to the Government of Turkey. 

Mr. Harpy. Is that so or not? 

Mr. Branp. I don’t have the benefit of the papers or documents 
you are reading from, and I didn’t prepare it, so I could not tell 
you, Mr. Chairman. It did not, as far as the Development Loan 
Fund, commit them to loans. 

Mr. Harpy. I understand that, and I have tried to make that clear 


two or three times, Mr. Brand, and you are not helping me very 
much in that area. 
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Mr. Branp. I can only be responsive, Mr. Chairman, for the De. | 
velopment Loan Fund. I can’t speak for the U.S. Government but 
I can speak for the Development Loan Fund, and I shan’t be able to | 
speak outside of that. 

Mr. Harpy. Was the Development Loan Fund present or repre. | 
sented at that meeting ? 

Mr. Branp. The Chairman of our Board was conducting the ego. 
tiations at that meeting at Paris. 

Mr. Harpy. So the Development Loan Fund then was representa 
either as such or—— 

Mr. Branp. He did not commit a loan for the Development Loa 
Fund, if that is the answer that would take care of the situation, 
Mr. Reppan. He committed the United States to a loan of $7 | 
million. 
Mr. Branp. That is what you say, Mr. Reddan. I don’t knoy 
what 
Mr. Reppan. I am just quoting from the minutes of the Develop. 
ment Loan Fund. 
Mr. Branpv. And I do not. have those minutes before me, and I wa } 
not in Europe, and no member of the Development Loan Fund was, 

Mr. Reppan. What I have is a mimeographed copy. I do not hay 
a photostated copy, but I will be happy to show you this. 

Mr. Branp. I have no doubt about it, but I do not have it befor 
me. 

Mr. Reppan. I assume this is a correct transcript of the Develop. 
ment. Loan Fund Board meeting. It says here: 





In view of the agreement reached in Paris on August 3, 1958, between the 
Government of Turkey and the Government of the United States, which in 
cluded a commitment by the United States to lend $75 million to the Gov. 
ernment of Turkey * * * 

I am just a little bit at a loss to understand why, when the Chair 
man of the Development Loan Fund Board makes this commitment, 
you do not feel it is binding on the Development Loan Fund. 

Mr. Branp. Because for one reason 

Mr. Reppan. He can commit the United States but not the De 
velopment Loan Fund ? | 

Mr. Branp. I don’t know who wrote the minutes of that meeting, | 
but I would take it for granted that was the situation. But as far 
as the Development Loan Fund is concerned, it speaks through its 
Board of Directors, and there is no one who can commit the Develop 
ment Loan Fund except the Board of Directors, that I have any 
knowledge of. 

We later did commit the earmark of the $3714 million. There ar 
other instrumentalities of the U.S. Government too, such as the ICA, 
and many others. 

Mr. Harpy. That is undoubtedly correct. 

Mr. Branpv. But I cannot speak for them. — 

Mr. Harpy. We do not want you to speak for them. But it 1s yout 
understanding—you didn’t pass on this loan because you were Nd | 
present, sir. 

Mr. Branp. No, sir. 

Mr. Harpy. Mr. Perry, were you there? Were you part of tlt 
Development Loan Fund when this was passed on ? 
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Mr. Perry. Yes, sir. 

Mr. Harpy. Do you attend Board meetings ? 

Mr. Perry. Do | attend Board meetings? hy 

Mr. Harpy. Did you attend the Board meeting when this decision 
was made : : 

Mr. Perry. It is my recollection I did. What was the date? 

Mr. Reppan. October 6, 1958. | 

Mr. Perry. I am sure, Mr. Reddan. I don’t remember specifically, 
but Lam sure I did. 

Mr. Harpy. I thought I understood before we broke up here the 
other day that the testimony was that a commitment had been made 
prior toa decision even as to who would make the loans. 

Mr. Branv. I am not doubting that, Mr. Chairman. You under- 
stand that. 

Mr. Harpy. What I am trying to do is to see what I can develop 
from the Development Loan Fund records as to whether that actually 
happened, and I understood, or at least I thought I understood, 
that those in attendance on behalf of the Development Loan Fund 
did recognize that that situation existed with respect to this. 

Mr. Branp. On July 25—and I am reading from the paper pre- 
pared. for the Development Loan Fund Board, and the conclusion 
states—this is July 25, some months before the happening of the 
event that happened at Paris. 

Mr. Reppan. July 25, 1958. 

Mr. Branp. Yes, sir. 

It seems likely a total of $75 million in projects for Turkey could be realized 
among the available submissions listed in a table in section 2 of the above. 

So you see, all of this was being considered by the Board of the 
Development Loan Fund prior to this October 6 meeting in Paris. 
Just what those considerations are and what the action of the De- 
velopment Loan Fund might have been is not clear from the record, 
but I think it led up to the discussions at Paris and the—what you 
term the commitment at Paris. And I do not take issue with the fact 
that the Secretary made a commitment of this type at Paris. I think 
it is perfectly proper, and I said so consistently, and I just repeated 
myself, 

Mr. Reppan. Do you think the Development Loan Fund would 
have to abide by that commitment ? 

Mr. Branp. Not necessarily the Development Loan Fund. There 
are many agencies in Washington that make loans. The Develop- 
ment Loan Fund did not abide by this commitment. The record 
shows it did not. 

Mr. Harpy. I would not want to suggest that the Secretary of 
State or his representative, representing the U.S. Government, did 
not have the authority to make such a commitment. I am not sug- 
gesting that. 

Mr. Branp. I am not either. 

Mr. Harpy. But I am trying to establish what did happen. I am 
a little bit confused here now because I thought I pretty well under- 
stood that a commitment was made which, although it did not neces- 
sarily pledge the Development Loan Fund, nor did it pledge the Ex- 
port-Import Bank, but in effect the good faith of the U.S. Govern- 
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M 
ment would be required to back it up through some ageney of th our 
Government if a commitment was made, I think. Cra : | os 

Mr. Branp. I think that is entirely correct. | a 
Mr. Harpy. That being the situation, then it became a matter of M 
trying to decide after the fact who was in a position to make the logy, | thet 
and who could qualify under its proper criteria. | 
Mr. Branp. I am at a loss to know why the Chairman Speaks of M 
after the fact. ealT 
Mr. Harpy. After the commitment. M 
Mr. Branp. Because before the fact our records show that the loan | sub} 
up to $75 million was being considered by the Board of Directors of | ject 
the Development Loan Fund for Turkey. So that is before the fact, sot 
not after the fact. for 
Mr. Harpy. Let me ask Mr. Perry. thir 
Mr. Perry, are you familiar with a memorandum of September 9 J 
from Mr. Bell to Mr. Dillon, a classified memorandum ? tor 
Mr. Perry. September 20? 6.2 
Mr. Reppan. September 20, 1958. Re 
Mr. Perry. I am not familiar with it as you described it. No, rig! 
Mr. Harpy. Show that to Mr. Perry. I am addressing Mr, Perry = 
because apparently he was present at the time and was more per 
sonally familiar with this. 1 
Mr. Reppan. While Mr. Perry is looking at that, Mr. Brand, did] } 


understand your testimony to be that no commitment was made at pre 
that—— 
Mr. Branp. No, sir. ' 
Mr. Reppan. Has any commitment been made on the $37,500,000! ) 
Mr. Branp. On the what? 7 
Mr. Reppan. On the $37,500,000. Has that been committed to 1 
Turkey ? , 
Mr. Branp. Now, by commitment are you talking about an official 
action of the Board of Directors of the Development Loan Fund, or 
the action in Paris? 
Mr. Reppan. Let’stake either one. Let’s take first Paris. yo 
Mr. Branp. There is no loan made to Turkey of $3714 million. 
Mr. Reppan. Was there a commitment made? 
Mr. Branp. They have been informed—the Government has been 
officially informed that up to $3714 million in projects would be con : 
sidered by the Development Loan Fund, and that is the sum and sub me 
stance of the whole matter. : 
Mr. Harpy. You mean up to $3714 million worth of loans would be | 
approved provided they submitted projects which you would accept! dik 
Mr. Branp. That is right. | 
Mr. Reppan. Has DLF set aside funds in that amount? | 
Mr. Branp. $3714 million is earmarked. Yes; and you will find | pa 
that in our report, our congressional report, on page—— 
Mr. Reppan. Page 45. 
Mr. Branp. Page 45; yes, sir. A balance of $37,500,000 invest | 
ment—the balance of the commitment, $6,200,000, is unallocated. | = im 
Mr. Reppan. When you earmark funds you set them aside for us | pr 
by that country ? 





y Of the 
atter of 
he loan, 
aks of 
the loan 


ctors of 
the fact, 


mber % 


No. 
. Perry 
ore per- 


d, did] 
made at 
10,000? 
itted to 
1 official 


‘und, or 


‘ion. 


1as been 
| be con- 
ind sub- 


vould be 
vecept! 


vill find | 


) invest- 
ted. 
. for us 





DEVELOPMENT LOAN FUND 575 


Mr. Branv. Well, it is not exactly set aside. It is counted against 
“ization ; yes. 
eas. Can you use those funds in any other country ? 

Mr. Branv. No, sir. 

Mr. Reppan. When you commit funds to a country do you set 
them aside? 

Mr. Branv. Yes. ee 

Mr. Revpan. Is there any difference between the way you handle 
earmarked funds and committed funds? 

Mr. Branp. Are you talking about—no. Not funds—they are not 
subject to withdrawal, or anything of that type. They are not sub- 
ect to use by the country. All we do is make a bookkeeping entry 
so that the amount that is set aside in an earmark isn’t still available 
for loaning to some other place, but the commitment is a very different 
thing. es 

Mr. Harpy. Was there any reason for the wording in your presenta- 
tion where you say, “Balance of $3714 million project commitment 
$6,200,000"? Does that mean anything? _ 

Mr. Branp. No; I don’t think so, Mr. Chairman. There is no legal 
right for Turkey to withdraw the funds under any circumstances 
without the approval of a project by us, and a loan agreement on 
that basis. So they have no right to the funds. 

Mr. Reppan. Can you withdraw the funds? 

Mr. Branp. Certainly we can. 

Mr. Reppan. What does the word “commitment” mean then in your 
presentation ? j 

Mr. Branp. To withdraw the commitment from Turkey I assume 
you meant. We can withdraw—— 

" Mr. Reppan. That’s right. 

Mr. Branp. Certainly we can. 

Mr. Reppan. A unilateral decision ? 

Mr. Branp. No; not on a unilateral basis we would not. 

Mr. Harpy. Would Turkey have to approve it? 

Mr. Branp. Certainly, and we are right in the process of that now. 

Mr. Reppan. From the standpoint of accounting procedures, would 
you say that the commitment would be tantamount to an obligation ? 

Mr. Branp. No, sir. 

Mr, Reppan. It would not? 

Mr. Branp. No, sir. 

Mr. Harpy. Mr. Perry, you have looked over this classified docu- 
ment I have shown you? 

Mr. Perry. Yes, sir. 

Mr, Harpy. Can you, without infringing on the classification— 
did you call this particular paragraph to his attention ? 

Mr. Reppan. Yes, sir. 

Mr. Harpy. Can you tell the committee what is the purport of the 
paragraph marked “Development Loan Fund”? 

Mr. Perry. What is the purport of it? 

Mr. Harpy. Yes. 

_ Mr. Perry. This was a document prepared in the ICA. It was 
intended for use at some stage in connection with the congressional 
presentation, and I gather that the purport is that they wanted to 
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make an assumption that there would be loans in the amount of $4) 
million for the Development Loan Fund to Turkey in figca] year 
1960. I believe they also indicated that loans in the amount of $371 
million would be available for the year 1959. we 

Mr. Harpy. ‘This was a memorandum developed at ICA ? 

Mr. Perry. That is correct. 

Mr. Harpy. Thank you. 

Are there any questions? 

Mr. Reppan. Mr. Brand, if we can now direct our attention to 
DLF activities in Greece. 

Mr. Monacan. Excuse me. I din’t know you were Moving out of 
Turkey. We had some discussion, Mr. Brand, of a railroad loan jy 
Turkey. Are you familiar with that? 

Mr. Brann. Yes, I am, Mr. Monagan. 

Mr. Monacan. What is the present status of that? 

Mr. Branp. The railroad project you are speaking about center 
around the CENTO matters that were described at the time we wer 
in Turkey together. That happens to be a section of railroad, part of 
it is in Iran and part of it is in Turkey. Then there is an inter. 
mediate section that crosses a large lake. The total is about 9% 
miles. We decided in the Development Loan Fund that there was 
not sufficient economic justification submitted to us to do that entire 
project because of the possible lack of sufficient traffic to justify jt 
economically. Therefore we did not give favorable reaction to the 
application for the entire project. However, there seems to be a 
section—— 

Mr. Monacan. Do you mean that is has been turned down? 

Mr. Brann. The whole project has been turned down; yes. 

Mr. Monacan. Yes? 

Mr. Branp. There is a section of 64 miles connecting in Turkey, 
between two points in a populated area, that we are now considering. 
That is something in the neighborhood of a $10 million project for 
the foreign exchange costs as compared to approximately a $73 mil- 
lion project, and no judgment has been made on that as of this date. 

Mr. Monacan. There were two points raised in our minds in con- 
nection with it. The first was the—one reason I asked is because 
there is somewhat of a similarity in my mind between this proposal 
and the one we were talking about in Spain. The question was on 
the economic feasibility. So I am happy to learn that there has been 
a determination made in that connection. 

Have you come to a final conclusion as to the shorier section there! 

Mr. Branp. I don’t know, Mr. Monagan, just when a final conclusion 
is reached in a business like this, because you have the Government 
coming back to you at different times. 

Mr. Monacan. Has the Board approved the loan? 

Mr. Branp. No. The Board has not rejected the application. We 
have done this: We first had one engineering report that the Turks 
submitted to us, and then we asked for a second engineering study to 
be made, and that has been made. On the basis of our judgment 
formed on studying both of these engineering reports, we had advised 
the Turkish Government, and also the CENTO project, it would be 


very difficult for us to proceed further with the application. I believe 


that is about the status of it. 
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Mr. Monacan. That is on the longer section. 

Mr. Branp. Yes, that is on the whole length of the railroad you 
are talking about. 

Mr. Monacan. T here were two reports, and one was favorable. 
Coverdale & Colpitts, and I forget who the other was. 

Mr. Branp. One was favorable and one was not favorable. 

Mr. Perry. De Leuw, Cather. _ 

Mr. Monagan. But now I am asking about the shorter section. 

Mr. Branp. The shorter section is now under consideration. 

Mr. Monacan. But it has not been approved ? 

Mr. Bran. No decision has been reached yet. 

Mr. Perry. We do not have an application on it. We do have an 
engineering report. all ' 

Mr. Monacan. But there are reports that concern this Turkish 
section, as such ? 

Mr. Branp. Yes. pial 

Mr. Monacan. With reference to economic feasibility ? 

Mr. Branp. That is right. 

Mr. Monacan. So you will, in your procedure, consider this ques- 
tion solely with reference to the shorter section ? 

Mr. Brann. Yes. We are talking about something right up to date, 
Mr. Monagan. This report is entitled “the Economic Feasibility Re- 

ort on Proposed MUS-TATVAN Railway Extension, Turkish State 
Railway,” and it is dated February 1960. This is made by De Leuw, 
Cather & Co., consulting engineers of Chicago, and that was received 
in the Development Loan Fund just a very few days ago. February 
15, 1960, is the date of the forwarding letter. And Coverdale & Col- 
pitts, whom you referred to, Mr. Monagan, made a review of this re- 
port and submitted it as of February 15. It was just in that light now 
we have it before us, and I don’t think we will do anything with it 
until the Turkish Government makes its next proposal. 

Mr. Monacan. There was some feeling with respect. to this loan 
that the military considerations, or overall strategic considerations, 
weighed as heavily as, let’s say, the question of economic soundness 
or other banking considerations. I wonder if you have any comment 
on that ? 

Mr. Brann. No, Mr. Monagan, I do not have a comment, I have not 
had a chance to read this economic feasibility report, but it would 
be very surprising to me if military justification is included in any 
way in the report. 

Mr. Monacan. Well, it is not a question of whether it is surprising, 
but to what extent this would be taken into consideration by the De- 
velopment Loan Fund either in approving the loan or in recom- 
mending that some other source of funds be used for it. That is 
what I am interested in. 

Mr. Branp. The Development Loan Fund does not get into mili- 
tary matters or make judgments based on military matters, sir. 

Mr. Monacan. That is your policy ? 

Mr. Branp. That is our policy. Yes. 

Mr. Monacan. And you are not personally sufficiently familiar with 


= loan to say to what extent those considerations might be involved 
here ¢ 
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Mr. Branp. In all the conferences that I have attended in relatiop. 
ship to this loan both in Turkey and here, the subject of military 
considerations has never been mentioned. 


Mr. Monacan. There was quite a recalculation with reference tothe | 


overall loan, as I recall it. There was quite a recalculation of costs 
with reference to spur lines, I believe, and stations which were eye 
6 miles, and frills on the cake, as it appeared to us. 

Mr. Brann. Your memory is quite correct. That is why we asked 
for the second survey to be made, eliminating all of that. It was 
quite a fancy outlay to start with, and this is not in relationship to 
the section that we are considering now. This is the entire section 
that the first report related to. 

Mr. Monacan. Yes, but it was not alone by the elimination of thos 
frills, was it, that the amount was reduced to the amount you ay 
considering ? ? 

Mr. Branp. That is right. The Turkish Government is taking 
more on their shoulders. r 

Mr. Monacan. But also it is ashorter section ? 

Mr. Branp. It is a shorter section and it does not cross the water, 

Mr. Monaaan. Is it all within the country of Turkey ? 

Mr. Branp. It is all within Turkey. 

Mr. Reppan. Mr. Brand, if we can move on now to the Develop. 
ment Loan Fund activity in Greece, I would like to ask you whether 
or not 

Mr. Monacan. Excuse me, Mr. Reddan. 

How many other applications do you have in Turkey at the present 
time ? 

Mr. Branp. We have several, Mr. Monagan. There are two or 
three in the chemical field that we are presently considering. There 
is a large steel mil] application before us for the construction of a 
second steel mill that happens to be one of the outstanding appliea- 
tions that we have received since I have been in the Development 
Loan Fund. I say outstanding, because it has an element that I am 
sure this committee would be very much interested in, that is, the 
equity would be composed of a contribution totaling $15 million from 
a consortium of companies in the United States, which includes 
Koppers, Westinghouse International, and Blaw-Knox, in coopera- 
tion with Chase International, together with a group of Turkish 
private citizens who are raising a sum comparable to that, and then 
the Government of Turkey will participate in equity, but as a minor- 
ity stockholder, with an agreement, a definite agreement, of disposal 
of that stock on a prearranged and agreed-to formula, so that the cost 
or price will be agreed to before any definite action is taken. 

Then the Turkish Government will endeavor also to make a loa 


ry 





for the local costs that may be involved—the lira costs. And the De | 


velopment Loan Fund, or the American Government—more tha 
just the Development Loan Fund—will consider the foreign exchange 
costs. 

In addition, it is considered likely that some part of the OEEC com 
munity, that is, one or more countries such as Italy or Germany, and 
possibly France and Belgium, and maybe Britain, may contribute 
something in the neighborhood of $15 million to $25 million in this 
project. 
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That is the present status of the project. The Turkish representa- 
tives were here last week in negotiation with these companies, and 
the founders agreement has been signed, and the company has been 
formed, and the Turkish Government has passed the necessary laws. 
I believe they will call it an enabling law rather than the plural of 
Jaws. And certain tax considerations are given to the Turkish people 
and the American people. It seems to be a project that will have a 
very different flavor from the usual] handling of these large projects 
in Turkey. It represents a change in the policy of Turkey. 

Mr, Harpy. Thank you. Go ahead. 

Mr. Reppan. Mr. Brand, have you seen a copy of this “Preliminary 
Five Year Program for the Economic Development of Greece” ? 

Mr, Branv. No, sir. 

Mr. Reppan. Which was put out by the Ministry of Coordination 
of Greece in April 1959? 

Mr, Branp. No, sir. 

Mr. Reppan. Has it been brought to your attention that in that 
plan DLF is given a prominent part in financing the 

Mr. Branp. I read of this matter in the hearings that were held be- 
fore the committee in Greece. Yes. 

Mr. Reppan. Has there been any submission to DLF by either the 
Greek Government or USOM in Greece? 

Mr. Branp. Not to my knowledge, Mr. Reddan. 

Mr. Reppan. Of this document ? 

Mr. Branp. Oh, not of the—we have the document. I thought 
you meant the plan incorporated in the document. 

Mr. Reppan. Yes. I mean this document which incorporates the 

lan. 

Mr. Branp. We have that document. 

Mr. Reppan. You do have that? 

Mr. Brann. Yes. 

Mr. Reppan. As I understand it, this document anticipates a con- 
tribution or a loan from the Development Loan Fund over the next 
5 years of between $150 and $200 million. 

Mr. Branp. As I said, I am not acquainted with the document. 

Mr. Reppan. Has anybody in your shop looked at this document? 

Mr. Branp. I do not: know, but we have not been asked by the Gov- 
ernment of Greece or the USOM to participate in the matter you are 
speaking of. 

Mr. Reppan. Mr. Perry, have you looked at this document? 

Mr. Perry. I have not examined it. I know it is in our files. 

Mr. Harpy. Has it been assigned to anybody in the Development 
Loan Fund for study at all? 

Mr, Perry. Mr. Scoll may have made a study of it. I don’t know. 

Mr. Scout. I have examined the document. It is quitea preliminary 
document as a development plan. We had no participation in it ex- 
cept to receive it. We have looked at it and we regard it as pre- 
liminary. 

Mr. Harpy. How did you get it? 

Mr. Scott. It was sent to us by the USOM in Athens. 

Mr. Harpy. Did they send it with a letter of transmittal ? 
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Mr. Scout. They sent it in the company—as an attachment to g 
airgram. ' 

Mr. Harpy. Do we have a copy of the airgram? What did the 
airgram say? 

Mr. Scot. There is one airgram which simply summarizes anj 
attaches the document, as I recall. It simply summarizes what jg jy 
the document. There is another airgram that sends along what Was 
apparently a revision of this document, which I have not seen, with 
a few minor comments on it. 

Mr. Harpy. There was no letter of transmittal on it when it came 
to you? 

Mr. Scorz. I don’t recall whether there was a particular letter of 
transmittal or not. I don’t understand the point of the question, 

Mr. Harpy. I am trying to understand what was said when it was 
sent to you by USOM. 


Mr. Scotx. It was not sent directly to DLF, as I recall it, but simply | 


sent for the information of the U.S. Government, including Develop. 
ment Loan Fund. These are generally transmitted in an airgram 


' 
} 


form to the State Department, ICA and DLF, and any other agencies | 


in the U.S. Government that might be interested. 

Mr. Harpy. They send an airgram before you get the document! 

Mr. Scoti. The document may accompany the airgram if it is not 
too bulky. If it is bulky, it may come separately. 

Mr. Harpy. So then you don’t know savant whether it accom- 
panied the airgram ? 

Mr. Scout. I didn’t hear the question. 

Mr. Harpy. You don’t know whether the document itself accon- 
panied the airgram in this instance? 

Mr. Scouu. I don’t recall. 

Mr. Harpy. Which airgram are we talking about? The one that 
came to Development Loan Fund, or the one that went to ICA! All 
in the world I am trying to understand, if I can, is what the mission 
had to say, and what was the purpose in sending it to DLF. That's 
all I wanted to find out. 

Mr. Scout. Oh, well, in the normal course of events the mission 
would send any documents of this type, which is a relatively signif- 
cant document and represents the Greek thinking on the develop- 
ment—— 


Mr. Harpy. Why did they send it to Development Loan Fund! | 


Why didn’t they send it to the Secretary of State? 

Mr. Scorn. I believe it was either addressed to the Secretary of 
State or the head of ICA, or the Director. 

Mr. Harpy: We don’t very well know what did happen here so, Mr. 
Reddan, let’s let somebody on the staff find out. 

(The communication which transmitted the Greek 5-year devel 
opment program to the Department of State is Embassy dispatch No. 
1069, dated June 16, 1959. The dispatch was submitted to the sub- 
committee and the text follows:) 


1. A revised English-language version of the Greek Government’s preliminary 


5-year economic development program has now become available and fifteen (15) | 


copies are being pouched to the Department, separately. 
2. A bird’s-eye view of the program may be gained from the following table 
which recapitulates the main areas of development under the program. 
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Major sectors of Greek 5-year economic development program, 1959-63 


{In million drachmas] 


Sectors In local In foreign Total 
currency exchange 


A, State and State-initiated Investment: 








1. Land development ----.------- a= 22-2 0222+ 2-2 -2-2----05---- 6, 770 1, 100 7,870 
9. Highways, ports, airports SS 5, 085 885 5,970 
3. Basic manufacturing industries (nitrogen, steel, soda, lignite 
mining, etc) ..--------------------------- 2 ceenescower aeecne 1, 520 3, 480 5, 000 
4, Electrification _------------------------------------------~--- 2, 450 2, 100 4, 550 
5, Welfare and housing - - -.---.-------------------------------- 1,600 200 1, 800 
§. Tourism -. ..------------------------------------------------ 1, 200 300 1, 500 
7, Education - ------------------------------------------ ~------ 1, 200 230 1, 430 
8, Telecommunications. --.....-------------------------------- 180 630 810 
9, Agricultural industries ---~.------------~-------.--.--.---..-. 200 550 750 
10. Other (including research surveys and technical assistance) - | 1,475 295 1,770 
Total......-.--------------------------------------------- _ 21,680] 9,770 | 31, 450 
(Dollar equivalent—millions) ....-.......--..-..----------- | $722.5 $325.5 $1, 048 
\ 

Se er ica L 
mnicipal (local) projects. ........1..-- 22.2... nsesenceenweswsnesnnn secs --sces cen enesssons- ese 3, 000 
. Dollar ON) «Ravn cnpnndadhddicn dp psimpipccib annie whgesccmpammgbicsieihs ol $100 
C. Private investment wm an ann nn nn nn en nnn nnn nn ne oo oo oo nn on oo oo oo ee nee ee +e ee ee 64, 550 
(Dollar equivalent— millions) - . .... 2.22 -nwsccscseccsreusndscnscnsscondonsassésudeusassec $2, 152 
D. Inventory build-up . -..-----...-------------------------------2---2---------20----- 22-22 -2ee 4, 500 
i ROOD 2 oink oncdccds inn meicccscddeuentdon~cudadbdacsnnddiedae se $150 
odd is dunbadarnsents bee ene A aeetwseeanesen ii Ze eee 
(Dollar equivalent—millions) -...........- cpesndth ohn sesegas daha Pasiueubashouukeesnatell $3, 450 





3. A 15-page summary of the program is attached, containing the principal 
tables and epitomizing its basic facts and objectives. The summary does not 
carry any detail on the third item above (C. Private Investment) since none is 
provided in the program as a breakdown of that item, although certain detail 
on hoped for private investment is contained in, for example, the section on 
“New Basic Industries” (p. 9). 

For the Chargé d’ Affaires a.i. 

JoHN W. McBripe, 
First Secretary of Embassy. 

Mr. Monacan. What was the allocation to Greece in 1959 by the 
Development Loan Fund ? 

Mr. Perry. There has been no allocation, Mr. Monagan. We 
agreed to make two loans to Greece. 

Mr. Monacan. That is what I mean. 

Mr. Perry. One was for a fertilizer plant. The loan was $12 mil- 
lion and that was approved in the summer of 1958, as I recall it. 
The other loan was for the Acheloos hydroelectric power project. 
That. was signed in January of this year, and the total amount of 
that is$31 million. But there has been no allocation. 

Mr. Monacan. This $50 million represents more or less a con- 
tinuation of what was granted in one year, as I recall it. 

Mr. Branp. Not by us, Mr. Monagan. 

Mr. Monacan. Here is 30 plus 15 right here. That’s 45. 

Mr. Brann. No. One is in one year and one is in another. The 
$31 million is in 1959 and the $12 million is in 1958. They are two 
different projects with no relationship to any amount. I negotiated 
the Acheloos loan, and I talked to the Greek Ambassador about fifteen 
times, and also our people in the electric company, and no mention 
has even been made of any allocation of $50 million. I never heard 
of this a until I read the hearings over the weekend. 

Mr. Monacan. I think it represents an approximation of these 
figures and it seems to me that it represented the thinking of the 
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Mission as to what proportion of financial assistance coming from us 
would be desirable in Greece in helping them to rebuild their economy 
Mr. Branp. It could be you got that impression from the Mission, 

’ 


but I do not have that impression because no one has ever spoken tous | 


about it. 

Mr. Monacan. You do not know whether that is their thinkin 
not ? 

Mr. Branp. I have no way to know because they have not men- 
tioned the subject to me. I was in Greece and talked to the Misgig 
Director, Mr. Jacques, and he made no mention to me. 

Mr. Monacan. He is the person I have in mind. He also jp4j. 


£ or 


cated that their feeling was that there should be an authorization ty | 


draw on the Treasury rather than to have annual appropriations jp 
this particular field. 

Mr. Branp. We have a lot of people who feel that. I do not join 
in that thinking but we do have that. 

Mr. Harpy. You have no knowledge of any U.S. Government basis 
for the inclusion of an item of $150 to $200 million from Develop. 
ment Loan Fund in the Greek 5-year plan ? 

Mr. Branp. I have no knowledge other than the reference that Mr. 
Monagan is making that appeared to be Mr. Jacques’ thinking at the 
time the hearing was held in Greece but I have no other knowledge, 

Mr. Monacan. Let me ask this: I am of course familiar with the 
procedure that DLF should proceed on the basis of each individual 
project as you go along but isn’t there some need to have in your own 
mind at least a general idea of how these funds might be distributed 
or should be distributed on a policy basis? 

I think what we are trying to arrive at is that line of demarcation 
between the policy of keeping to individual projects and overall plan- 
ning that you might have. 

Obviously, if you kept to individual projects you might wind up by 
lending all your money in one country, for example, which might or 
might not be desirable with reference to the overall foreign policy of 
the United States which is one of the objectives of the Development 
Loan Fund. 


Mr. Branp. I think you have hit on a very important matter, Mr. | 


Monagan, and it works something like this. We in no instance make | 
annual allocations in any country or countries. We do have the bene | 
fit of the judgment of the Secretary of State in assignment of priority 
countries from time to time in which he feels the Development Lom 
Fund for foreign policy reasons should be more active than in other 


countries and much of that judgment is based upon the economic de- | 


velopment then going on in those respective countries. 

Now it just stands to reason that we cannot single out an individ- 
ual country, although they have maybe 10 applications and all of them 
are fine projects, if they total $600 million, with the $550 million that 
the Congress gives. We could not possibly act on them all so we hare 
to come somewhat to the judgment that you are suggesting some time | 
during the course of that year and it is based on many different consid- | 
erations. 


Mr. Harpy. Is that the kind of judgment that went into this ® | 


percent figure that was discussed the other day with respect to India! 
Mr. Branp. The 25 percent figure, as I understand it, is a mathe 
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matical conclusion arrived at after a certain number of loans were 
made to India and happened to be 25 percent of the amount of the 
funds that DLF had available but it was not made prior to the loans 
to India. 

Mr. Harpy. Perhaps I misunderstood Mr. Dillon’s testimony when 
he appeared before this subcommittee on February 24, but I got the 
impression that the suggestion was made to India that because they got 
95 percent before, they might keep their thinking along the same line 
for the future. 

Mr. Branp. In the Greek situation, let me confirm the fact that we 
have no earmark, we have never discussed an earmark, no line of 
credit, no commitment, no allocation whatsoever and none has ever 
been considered during the time I have been at DLF and I am in- 
formed none was considered prior to the time I was at DLF. 

Mr. Harpy. You had no problem that any of the ICA mission peo- 
ple, or others for that matter, participated in the development of 
those figures ¢ ; 

Mr. Branp. Categorically, no. 

Mr. Harpy. Do you have any knowledge as to whether any ICA per- 
sonnel assisted the Government of Greece in the preparation of their 
5-year plan ? 

‘Mr. Branv. No, sir. 

Mr. Reppan. Mr. Brand, I understood you to say you negotiated a 
fertilizer plant loan ? 

Mr. Brann. A powerplant. 

Mr. Reppan. I would like to direct your attention to a fertilizer 
plant loan and that is a $12 million loan, is it not ? 

Mr, Brann. Yes, sir. 

Mr. Reppan. That was signed January 28, 1959? 

Mr, Brann. That is correct. 

Mr. Reppan. Do you know how much has been drawn down against 
that loan ? 

Mr. Branp. Approximately 5 million—oh, disbursed? It is $5.7 
million, I believe; I have the figures here. It is $8,377,296.98. 

(The chart quoted from “Dates of Advance and Progress Payments 
on Greek Fertilizer Contract,’ was submitted by the DLF and 
follows :) 


Dates of advance and progress payments on Greek fertilizer contract 


Dates : Amount 
i ioe et a chen esinhichegeye ct debniotnsaielibiaboupbamentiive 
gait 4 1000......... Saal th lianal cts a ictee Ml } $5, 775. 458. 76 
Neen en he oe meester 
re ot fi rh) i) i ow Oe rae ? 23, 057. 76 
i oS Ad ok eee ol ee a ee 
I Nn td ee el te EE ES + 2,578, 780. 46 
I a 
Pees 2 Stir ee ie Ory oe 8, 377, 296. 98 
1 Total. 


* Adjustment for exchange raté differential. 


Mr. Reppan. Do you know what that drawdown was for? 

Mr. Brann. I am informed—I will give you an approximation of 
the figure, approximately $5.7 million was an advance payment and 
the balance represents progress payments since that time. 

484376038 
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Mr. Reppan. I see. Up to the first of the year, had there been 
deliveries under that loan ¢ 

Mr. Brann. No, sir. 

Mr. Reppan. What were those partial payments for, sir? 


any 


Mr. Branp. The payments were made to the Greek Government jy, | 


conformity with the terms of the agreement they had made with th 
companies building the projects, and, as you know, this project cog 
considerably more than $12 million. We are just taking a part of th 
cost. 
Mr. Reppan. Who was the prime contractor on that project? 
Mr. Branp. Friedrich Uhde and Amonia Casale. 


Mr. Reppan. Were these payments of $5,770,000 paid to the pring | 


contractor ? 
Mr. Branp. They were paid to the Government. 
Mr. Reppan. Have they been turned over to the prime contragtor! 
Mr. Branp. I think they have. 
Mr. Reppan. Do you know when they were turned over to the prime 
contractor ¢ 


Mr. Branp. We do not have the exact dates, and our best, reco. 


lection is the first payment was made in May 1959 and the second 
payment in November 1959. We will be glad to check the records and 
give you the exact dates if the committee desires. 

Mr. Reppan. What were those payments made to the contractor for: 
do you know? 

Mr. Branp. Our loan is not to a contractor, as you know; our loap 
is to the Government, and the loan agreement with the prime con- 
tractor calls for these payments to be made. We advance the pay. 
ments in accordance with the contract. i 

Mr. Reppan. Are these payments made for work performed? 

Mr. Branp. I think the payments are made as advances for a mul- 
tiplicity of things, including engineering, design, and work performed, 

By “work performed,” I am talking about fabrication of equip- 
ment, not on the site. 

Mr. Reppan. These are advance payments, you say ? 

Mr. Brann. Yes, sir. 

Mr. Reppan. Prior to the time that the fabrication has been com- 
pleted and prior to the time that the work has been done? 

Mr. Branp. That is right. 

Mr. Reppan. Do you know what the prime contractor has done with 
these funds since he has received them ? 

Mr. Branp. No; but the prime contractor and the Government of 
Greece are protected by a full hundred percent performance bond plus 
a bank guarantee, so we are not troubled about what he has done with 
them. 

Mr. Reppan. Well, this thought occurred to me, Mr. Brand, $5,770; 
000, without interest over a period of time, might amount to a consider- 
able windfall to a contractor, and I am wondering whether or not DLF 


knows whether the prime contractor has invested those funds in his | 


own behalf or has he actually paid them out? 
Iam just trying to find out what has happened to the funds. 
Mr. Brann. We do not know. 
Mr. Reppan. You do not know? 


Mr. Branp. No, sir. 
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There was no deviation from customary practice on this either, Mr. 
Reddan, advancing funds to the Government without checking end 
use during the process of construction, especially when we are so 

rotected as we are on this loan. It is just normal practice. 

Mr. Reppan. These are U.S. funds which have been physically 

aid out of the U.S. Treasury, have they not? 

Mr. Branp. Yes, sir. et 

Mr. Reppan. If they have not been utilized by this contractor for 
the benefit of the Greek Government, if the contractor were using 
these fands for a 6-month period or 8-month period in any way he 
saw fit, would not that be a matter of interest to the Development 

ind? 
Mtr on I am not willing to speculate on that. I don’t know 
it to be the fact. 
, he Aol I don’t think you should speculate, either. 

I would hate to speculate with that much money. It seems to me 
the Development Loan Fund should know and I am wondering if you 

ave any—— 

Tanti This is a perfectly normal practice, Mr. Reddan, of 

handling contracts in Europe and our loans with the Greek Govern- 
ment and we look to the borrower to follow the matters in relation- 

ship that you are talking about and we do not send a man to Greece 
and to the foreign concerns and check this and check that during the 
rocess of construction. 

This is a loan, this is not a grant of some type, you know. This is 
what we hold our borrowers to and we really do this just this way; 
this the way we do it, right or wrong. It is done this way. 

Mr. Reppan. At what date 

Mr. Branp. That is the reason we have a 100-percent performance 
bond and guarantee back of us. We do not have to trust these people, 
we know exactly what is going to be done. 

Mr. Reppan. Eventually, yes; but my question is, Do you know 
what is being done with the money now? 

Mr. Brann. No, sir. I might say that this is a very reputable firm 
and I would be very surprised if your suspicions were correct, if 
they are suspicions. 

Mr. Reppan. I have no suspicions, Mr. Brand. I am simply trying 
to find out if you know; I don’t. 

Mr. Monaeay. Is this a customary thing to provide what amounts 
to working capita] for a contractor who probably takes the capital 
and uses it in Ginediinn for the purchase of equipment or for services, 
none of which congeivably may ever be put into the ground in Greeee? 

Mr. Branp. I have been involved in loans, Mr. Monagan, of this 
type both in private and in the Government and TI have never had an 
experience where progress payments were in any way questioned. It 
isalways just a normal process in business and this is—— 

Mr. Monacan. If you have a lending arranagement such as a con- 
struction mortgage on something that is going into the ground, you 
put up the money and then there is at least land there that represents 
the amount of, and is security for, the advance; but that is not the 
case in this situation. 


a Brann. The land is here and much work has been done on the 
site. 
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Mr. Monacan. I did not understand any work has been done, 

Mr. Branp. He asked if equipment had been delivered, I Answered 
“No,” but there has been a great deal of site work done, they ay 
active in the project. ae 

Mr. Reppan. Capital improvements, sir? 

Mr. Branp. Pardon? 

Mr. Reppan. Capital improvements or grading ? 

Mr. Brann. I think there have been capital improvements. 

Mr. Harpy. When does interest begin to accrue on this loan? 

Mr. Scorz. The DLF loan / 

Mr. Harpy. Yes. 

Mr. Scott. As soon as payments are made. 

Mr. Harpy. Is there any interest accruing on the $5.7 million? 

Mr. Branp. From the day it was made. 

Mr. Perry. They have already paid back some interest on it, ‘We 
have gotten $30,000 back. 

Mr. Monacan. You have got it back ? 

Mr. Harpy. You got that back from the Greek Government? 

Mr. Perry. That is correct. 

Mr. Harpy. These funds have been paid to the contractor. Do you 
know whether the contractor is required to pay interest on those 
funds? 

Mr. Brann. Ordinarily, when a contract is bid upon, the contractor 
will take into consideration all the financing that is to be arranged 
for and he will negotiate with the buyer the progress payments which 
we are speaking about, and those progress payments and the whole 
matter will include all costs, and finance is one of the costs, and I 
think ordinarily it would be included in the contractor’s agreement 
with the buyer, that is, his financial costs for carrying this. 

Now when he is given a progress payment, that would be sub 
tracted. Whether it was done 

Mr. Harpy. You are not that familiar with this loan ? 

Mr. Branp. No; but that is the ordinary situation. 

Mr. Monacan. Well, the contractor can come in here with prac- 
tically no capital and he gets his money from the Greek Government 
and then he goes and gets his preliminary work and capital equip- 
ment 

Mr. Branp. I think, Mr. Monagan, as far as speculation is con 
cerned, that might possibly happen, but that certainly does not hap- 
pen in this case. These are all very reputable companies, very highly 
capitalized companies, this project is a $30,268,000 project. 

The materials and equipment alone are $21,757,000. When you 
consider the fact that a leading bank would give a full 100 percent 
guarantee and a bonding company would go 100 percent on a bond, 
you know you are not dealing with companies that are not really 
reputable and reliable. 

Mr. Monaean. Who is the bonding company ? 

Mr. Branp. I think we would have to get that information for 
you; a European bonding company. 

Mr. Monacan. Who would be the obligee on the bond, the Greek 
Government ? 

Mr. Brann. Greek Government. 

Mr. Monacan. The United States is not in any way involved! 
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Mr. Branp. We are not involved at all. Whether this contract 
js completed or not has nothing to do with repayment of our loan. 
I think that is very clear. Our loan is based upon the full faith and 
credit of the Greek Government. 

Mr. Monacan. That is all. 

Mr. Branp. Yes, sir. When we make the Greek Government a 
loan, we dont’ ask for anything more from the Greek Government 
or any other government. 

Mr. Monacan. I just wanted to get clear what you are talking 

lass 
Our sRanD. The bond flows to the Greek Government and the bank 
ouarantee flows to the Greek Government. 
~ Mr. Meaper. Mr. Chairman; do I understand, Mr. Brand, that 
your position is that you deal with the Greek Government, you have 
made the loan with them, and how they spend the money is their 

iness ? 
a ate: No, we don’t take that stand. We have a contract and 
in conformity to that contract, our payments are made and they 
certify the different progress stages to us before payment is made. 
This is the contract before us. 

Mr. Meaver. In other words, they don’t draw down any money 
from this loan that you have made them until you have some kind 
of proof that according to the contract, sufficient work has been 
done to justify the payment. 

Mr. Branp. That is exactly right, Mr. Meader, but the work done 
does not have to be reviewed by us. The certificate from the Greek 
Government that it has been done is sufficient. 

Mr. Meaver. So you only make, you draw down out of this ap- 
proved loan only the amounts that the Greek Government certifies 
are due because of work completed under the contract. 

Mr. Branv. Now the first payment of $5,700,000 is an advance, and 
we want to make that clear. It is an advance and it was provided 
by the contract and agreed to at the time the contract was made, 
this contract. 

Mr. Meaper. Was it approved in the loan? 

Mr. Branp. Approved in the loan. 

Mr, Meaper. Is that a little unusual? 

Mr. Brann. Yes, very unusual; the only one that was ever done. 

Mr. Mraper. Why was it done ? 

Mr. Brann. Just happens to be this is the contract made and the 
project was completely under negotiation and we were only taking 
a part of it. If we had done the whole thing, if we were doing the 
whole contract today, we would not follow on this concept. 

I see nothing wrong with the advance payment because of the fact 
that it is so well protected as far as the Greek Government is con- 
cerned, but it is an unusual situation. 

Mr. Mraper. Do you know of any other loans that DLF has en- 
gaged in where this has been provided ? 

Mr. Bran. This is the only one I have any knowledge of. 

Mr. Mraper. Let me see if I have that reason clear. The reason 
for this unusual arrangement to make an advance payment without 
regard whatever to any work having been done at all is because 
the Greek Government had made that arrangement prior to your 
making the loan to the Greek Government. Is that the reason? 
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Mr. Branp. I think you are talking about any work on the site anq 
you are limiting the work on the site. Certainly there is design wor} 
going ahead and engineering work and fabrication in France going 
on, or in Germany, but not on the site. 

Mr. Meaper. Let me clarify this. There was an advance of $5. 
700,000 and that advance came from Development Loan Fund fund 
is that correct ? 

Mr. Branp. Sir? 

Mr. Meaper. The advance of $5,700,000 made to the contraetop 
was derived from the funds of the Development Loan Fund, is tha 
correct ? 

Mr. Brann. Exactly correct, Mr. Meader. 

Mr. Meraper. Was not from other resources of the Greek Govern. 
ment ? 

Mr. Branp. No, sir. 

Mr. Meaper. It was from the proceeds of the loan. 

Mr. Branp. In fact, the loan was made for the reason that the 
Greek Government didn’t have that foreign exchange, that is the basie 
reason for the loan. 

Mr. Meaper. That advance, at least in part, did not represent work 
already performed to which the contractor would be entitled under 
his contract as progress payments 4 

Mr. Branp. In the sense of an ordinary progress payment, it was 
not the same. 

Mr. Mraper. And DLF doesn’t know how much, if any, work had 
been performed by the contractor at the time the $5,700,000 was paid 
to him? 

Mr. Brann. As we are not financing this project, per se, that is the 
project we look to the Greek Government for that information, 
They advised us that in accordance with the terms of their contract, 
they owe at a certain date $5,700,000, asked us to advance it and we 
did. That is all we have. 

Mr. Meaper. Order it partly because they had agreed to make an 
advance, lump sum advance, without regard to the performance w- 
der the contract ? 

Mr. Branp. No, the performance under the contract: called for the 
payment of this advance. 

Mr. Meaper. Right. 

Mr. Branp. But it was not related to a specific amount of work, 
5 percent, 10 percent, or something else. 

Mr. Meaper. So we don’t know. DLF doesn’t know, or didnt 
know at the time they drew down the $5,700,000, or allowed it to be 


sareeen 


drawn down, how much, if any, work the contractor had actually | 


performed at that time which would give rise to a so-called progres 
payment, whether it was $2 million worth of work, or $1 million; 
you just have no knowledge whatever of it? 

Mr. Branp. That is correct. 

Mr. Meaper. So far as you know the Greek Government does! 
know; simply an advance ? 

Mr. Branp. I assume the Greek Government negotiated on the 
basis—they couldn’t have arrived at $5,700,000 without some com 
putation of what the status would be at that time, engineeringwis, 
designwise or fabrication of equipment, but not in Greece. Now 
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this possibly and probably resulted in a net savings to the Greek Gov- 
ernment for doing this because the interest they paid us at 314 per- 
cent is a lot cheaper than the contractor would have had to provide 
:f he financed it up to the $5,700,000. : 

Mr. Meaver. Well, whatever the Greek Government knew concern- 
ing the amount of work that had been done at the time the $5,700,000 
was paid out, at least they didn’t tell DLF about it in any memoran- 
dum or in any other fashion ¢ a 

Mr. Branp. No reason to, because the contract specifically in our 
Joan agreement provided at that date and at that stage, we would 
provide $5,700,000. ren 

Mr. Meaver. As long as this is an unusual transaction, Mr. Brand— 
you said so far as you know it is the only time DLF has ever done any- 
thing like this—what were the unusual circumstances which gave rise 
to this unusual transaction, 1f you know, in this particular instance, 
with this contract ¢ 

Mr. Branp. In the first place, it is a contract of $30 million that 
DLF is only taking a part of. That in itself is unusual, and one of 
the few that we have done in concert with other countries but this was 
not negotiated by the creditors. It was only negotiated by the bor- 
rower. 

Mr. Harpy. Actually, these things were not supposed to represent 
progress payments at all, were they ¢ 

Mr. Branp. Sir? 

Mr. Harpy. This $5,700,000 wasn’t supposed to represent progress 
payments at all ¢ 

Mr. Branp. In the sense of a progress payment, part of it could 
be in the sense of progress payment, part of it not in that sense. In 
other words, there are some elements that may well be considered and 
that is this is all custom equipment. And when custom equipment is 
ordered, part payment is made. Now some of that may be on how 
much is going to be finished at that particular time. 

Mr. Harpy. But in this case, Mr. Brand, you had a schedule of 
payments set up at the time the contractor was arranged, didn’t you? 

Mr. Brann. Sir? 

Mr. Harpy. You had a schedule of payments, specific dollars and 
cents and the dates on which they would be paid, which didn’t have 
any relationship to the amount of progress that had been made, unless 
it was anticipated ? 

Mr. Branp. The advance payment is the only one. 

Mr. Harpy. That is the $5,700,000. 

Mr. Branp. That is advance payment. 

Mr. Harpy. That wasn’t paid in one pot, was it ? 

Mr. Branp. Sir? It is understood, Mr. Chairman, that the terms 
that we are referring to, the advance payments and project payments 
after that, are the terms of financing by these contractors who are pro- 
viding credit for 9 years from the date of the signature of the contract. 
Now that in itself is unusual, that the contractors are providing 
financing. 

Mr. Harpy. Actually, $5,700,000 was set out in payments just ex- 
actly as the rest of the contract. provides, isn’t that right ; so that your 
payments are to be made in specified amounts on specified dates rather 
than in relationship to performance ? 
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Mr. Brann. I am not aware of the circumstances on that, Mr. Ch 
man. I willask our loan officer to answer that. 

Mr. Harpy. Do you have a copy of document ? 

Mr. Scotu. That is the contract. 

Mr. Harpy. Doesn’t the contract provide for specific payments jy 
dollars and cents on specific dates of periods of time from the begin. 
ning of the contract, rather than based on performance / 

Mr. Scott. Whether they are based on performance or not—well, 
your question was stated in such a way that you would imply that 
there is no relationship to per formance. I don’t think that ig true, 

Mr. Harpy. That is because you have a gone of performance, 
but you make the payments w hether or not the schedule is carried out: 
isn’t that right ? 

Mr. Bray. Page 592, Mr. Scoll. 

Mr. Harpy. Take a look at it. If I understand what that means, 
I don’t know why we have trouble getting an answer. 

Mr. Scoru. I am trying to get to the answer, Mr. Chairman.  Theg 
terms of payment are financing terms. 

If the Greek Government had financed this contract on the basis 
of what the contractors called cash terms, the payment would haye 
been much more difficult than they are as stated here. These am 
what the Europeans call financing terms. They have laid it out jp 
such a way that the contract would be paid for over a period of 9 
years. Now construction is to take place over a period of about 3 to 
314 years. There will be beyond the first advance payment and the 
two so-called progress payments, no payments made to the contractors 
until, I believe, 36 months from the day of the signature, which is 
3 years. These are the financing terms that were offered by the con- 
tractors and accepted by the Greek Government. This is in ef- 
fect 

Mr. Harpy. They are based on what seem to me significant points 
in time and not on what work is performed, isn’t that right ? 


hair. 





| 
| 


Mr. Scotu. The specifications for performance of work are set out 


in the contract in other places. 

Mr. Harpy. But are these payments due at these specific times 
regardless of the status of work ¢ 

Mr. Scotu. The contractor has to perform according to the time 
schedule set out in the contract. I assume if he does not, that— 
well, I won’t speculate on that, 

Mr. Harpy. Is there anything in the contract that says if he doesn’t 
keep up his work schedule, payment will be made at a different 
time ? 

Mr. Scotu. There are in the back of the contract penalties set out 
for the contractor’s performance. 

Mr. Branp. May we also point out, Mr. Chairman, that is cor 
ered by 100 percent performance bond. 

Mr. Harpy. Mr. Brand, you have made that amply clear and that 
isn’t the point at issue at all. 

Mr. Monacan. Mr. Chairman, if you have finished—— 

Mr. Harpy. I am through with it. 

Mr. Monacan. I would like to read just from this transcript of 
the hearing in Greece and ask Mr. Scoll if he will comment 
this. 
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Mr. Jacques said : 

Could I have Mr. Palmer make a comment? I think he has some knowledge. 

Mr. Pacer. I could perhaps give a little more insight into why the particular 
arrangement has worked out which led to this payment of $5 million. The total 
foreign exchange cost of this project is much greater than $12 million for which 
the DLF loan has been made. It is some $28 million. W hen the Greeks were 
seeking to finance this plant, they found they could get foreign supplier credit 
fnancing for a part of the total foreign exchange cost but even under this 
foreign supplier credit financing, they would have to make substantial, both 
downpayments and payments during the period of construction, which is 
approximately 8 to 4 years. It was in recognition, among other things, of 


their very serious balance of payments situation, which they could not them- 
selves find the foreign exchange during this period of construction to pay for 
the equipment that an arrangement was worked out in which the DLF used 
the availability of its funds to cover only the foreign exchange cost during the 
first 3 to 4 year period, a period in which others would not provide financing and 
in which the DLF, I believe—they would confirm this in Washington—used 
their financing so as to reduce the total amount of foreign exchange costs which 
the Greek Government would have to pay. 

In other words, this was used to get the most favorable terms for the Greek 
Government in their overall negotiations for the cost of the plant. 

This is in reference to Mr. Meader’s question before as to why this 
particular method was used and I was going to ask Mr. Scoll if he 
wanted to comment, to assist in clarifying Mr. Meader’s question. 

Mr. Scott. The statement you have just read is substantially cor- 
rect. The $12 million was made available to cover payments that 
would have to be made under the contract by the Greek Government 
during the construction period. Normally, in loans for the construc- 
tion of plants, we consider the borrower obviously not in a position to 
make large payments during a construction period, because this is the 
period during which there are no earnings to be realized from the 
project. It was on this basis we were requested by the Greek Gov- 
ernment to make a Joan to them and, as Mr. Palmer states, we are 
meeting the payments that would otherwise have to be made during 
the construction period in substantial part. 

Mr. Brann. Mr. Chairman, I think I have the direct answer to the 
question that you have been asking. It is found on page 597 of the 
reference contract. It is section 5, “Financial securities,” subsection 
(a), which reads as follows: 


FOR ADVANCE PAYMENTS 


Contractors are obligated to deposit letters of guarantee in amounts equal to 
the advance payments as per paragraph 1(a), (i), (ii), and (iii) and 1(b), (i), 
(ii), and (iii) of this article. These letters of guarantee will in due time be 
deposited to the Bank of Greece for the German part by Commerzbank and for 
the French part by BFCE. Said letters of guarantee will expire automatically 
as soon as the value of materials and equipment delivered from vendors’ shop 
as shown by f.o.r. documents or warehouse receipts reaches the amount of ad- 
vance payments. 


Mr. Harpy. I think that may help to clear it up. I am not sure, 
though, just what the effect of that is on the stipulated dates for 
which certain specified payments are to be made. 


; = Branp. It would appear to be clear they are covered dollar by 
ollar. 


Mr. Harpy. All right; let’s go ahead. 
Mr. Reppan. I would like to move on now to Honduras and I shall 
direct my question to Mr. Perry, because I believe he reviewed the 
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loan, but Mr. Brand, if you want to answer any questions, naturally 
the committee would welcome your testimony. 
In examining the staff paper on the Honduras highway projec, 
which is dated March 27, 1958, I notice, on page 2, that there is a 
policy issue called to the attention of the Board of Directors, 
Do you have that document before you, Mr. Perry ? 
Mr. Perry. I am having some trouble laying my hands on it, 
Mr. Reppan. Let me read it to you. 


Policy issue stated in staff paper as follows: DLF will provide local curre 


‘ : ‘ ioe hey 
in view of inability of Honduras to meet local currency costs. 


Why was that a policy issue, Mr. Perry? 

Mr. Perry. I think as our brochure and other statements have jp. 
dicated, normally we prefer not to make loans to cover local curreney 
costs. We do it only when we feel that there are circumstances whic) 
warrant it. 

Mr. Reppan. This wasa $5 million loan ? 

Mr. Perry. That is correct. 

Mr. Reppan. First loan made by DLF? 

Mr. Branp. The first loan signed by the DLF. It was among the 
first 12 that were approved by the Board of Directors. 

Mr. Reppan. Yes. 

Mr. Branp. I beg your pardon, the Loan Committee at that time, 

Mr. Reppan. In making this loan, was it necessary to deviate from 


the established policy of the Board at that time or the Fund at that | 


time? 

Mr. Perry. It was not a deviation from the established policy, the 
policy is that we normally prefer to make loans to cover foreign ex- 
change costs and this was a loan that the Loan Committee approved 
to cover local currency costs. 

The policy is that we do this only under unusual or exceptional cir- 


cumstances and the Loan Committee apparently felt this was one of 


those cases. , 

Mr. Harpy. That is a policy you have subsequently revised. I be- 
lieve, Mr. Brand, you indicated the other day, it is the practice of 
DLF to make a decision about local currencies in the light of the 
particular loan, since there is not any policy that DLF looks with 
disfavor on providing local currency. 

Is that correct ? 

Mr. Branp. I think the policy is just about as Mr. Perry has stated, 
that we normally, ordinarily, would prefer to limit our financing to 
foreign exchange costs, but at times, when the exigencies of the sitw- 
tion are compelling, in the judgment of our Board of Directors, we 
will make a loan for this purpose as has been done not only in Hon 
duras, but also in Ecuador and Peru. 

Ecuador and Peru are the only two since I have been the Managing 
Director of the Development Loan Fund. But I explained that the 
change in the policy was to this effect, instead of just making a loan 
for local currency, we now tie the amount of money in. In the Hon- 
duras case we did not. Both in Peru and Ecuador, we tie the dollar 
into a special account at the Central Bank in the country for use of 
purchasing goods and equipment in the United States. ' 

Now that is the change and not any addition or subtraction in the 
general policy of not preferring to finance foreign exchange costs. 
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Mr. Harpy. Mr. Brand, is there any way that the committee can 
find all in one place a statement of DLF policies / wd 

Mr. Branv. I do not think that you can do that, Mr. Chairman. 

Mr. Harpy. That is what I asked you. ae 

Mr. Branv. I believe we should not try to define all our policies 
because if we are to meet the foreign policy problems of this Govern- 
ment we need to be flexible, Mr. Chairman, and not confined in a set 
of very inflexible rules. 

In fact, I took out of our latest brochure, as you well know, I be- 
lieve. 1 know that Mr. Meader does, all of the “Noes”; in other words, 
the “do-nots.” I eliminated them so that we are now a great deal 
more flexible. 

Mr. Harpy. Sometimes I get a little exercised about the amount of 
flexibility that we have in all of these areas and I am just wondering 
whether there is any limit to the flexibility of DLF to meet commit- 
ments. ‘ ; S 

Mr. Branp. You realize every loan and every situation we make a 
report to the Congress 4 

Mr. Harpy. I understand that. 

Mr. Branp. Not so much inflexibility 

Mr. Harpy. I understand that, but it is after the fact. I am not at 
the moment trying to pass judgment on the extent to which flexibility 
should be permitted, but it begins to appear as though flexibility now 
is an end in itself and DLF must be in a position to adjust its lending 
activities to meet any needs of the Federal Government and there are 
other agencies of the Government that are supposed to provide certain 
financing, I thought. 

Mr. Branp. There are four guidelines set out by the statute and 
under no circumstances do we depart from those guidelines in this 
flexibility. 

Mr. Harpy. The purpose of this line of questioning is to explore 
the possible need for some alteration of those guidelines, maybe to 
relax them or to tighten them. I don’t know. I had hoped we could 
learn enough from these hearings to know whether they are satisfac- 
tory and whether we might make some suggestions to the Foreign 
Affairs Committee. 

Mr, Branp. I might say that the World Bank does finance at times 
local costs, the Export-Import Bank has at times financed local costs 
in great amounts, large amounts. 

We have done so and we would expect to continue to do so under 
the general position that we would only do it when we are faced with 
circumstances that we feel are compelling. 

Mr. Monacan. That section you are referring to which you took out, 
was that section X of the old brochure ? 

Mr. Brann. I can’t tell you under a number basis. 

_ Mr. Monacan. It reads “Operations Not Eligible for Fund Financ- 
ing?” 

Mr. Branp. It was in that section, Mr. Monagan. 

Mr. Monacan. That whole section has been taken out in the new 
brochure. For instance, No. 3 under that section is “Working capital 
loans generally will not be considered.” 

Mr. Branp. That certainly does not mean we will consider working 
capital loans. I have been able to define exactly our precise limita- 
tions of working capital loans but I find that in talking to any other 
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person that his idea of just what the refinement of capital is differs 
from mine. I have never been able to quite reach an agreement op 
just what working capital is. 

Mr. Monacan. No. 2 of section X in th old brochure is: “Proposals 
involving the financing of imports for resale will not generally be 
considered.” " 

Mr. Branp. The same thing is still true, but we just did not want to 
get in a trap of having so many platitudes in our booklet that we had 
to break every once in a while. 

Mr. Harpy. I think that answers it. You have just opened your 
policies up so that you won’t be deviating from them whenever yoy 
choose to make a loan that under your previous, stated criteria, could 
not have qualified ? 

Mr. Branp. There is nothing in the act, that is all a matter of 
DLF policy, there is nothing in the act that refers to any one of those 
things. 

Mr. Harpy. I understood it was DLF policy. However, it would 
appear from the record that DLF started out with some policies that 
made right good sense and then the principal pastime thereafter 
seemed to be to deviate from those policies until you have reached 
the point of changing them so as not to have to deviate from them, 

Mr. Branp. If I could agree with the chairman on what working 
capital is, after 2 full days of hearings on India, I do not think it 
would be necessary to change anything, but just because we could not 
agree here among ourselves what working capital is, I thought why 
argue about having it in the booklet. ; 

Mr. Meaper. Mr. Brand, you are not giving this committee credit 
for deletion of that? 

Mr. Branp. You want us to get rid of some of our redtape, Mr. 
Meader, and that is an accomplishment. 

Mr. Mmaper. I would like to ask, the fact that you have deleted 
these items from your pamphlet does not mean that you are going to 
change the policy and have a greater latitude and generosity ? 

Mr. Branp. You are 100 percent correct. 

Mr. Meaper. You just do not want these things in writing to em- 
barrass you in case you want to do something that might be in conflict? 

Mr. Branp. When we finance $20 million of steel to India, in my 
opinion, that was not within the prohibition contained in the booklet 
of financing working capital. Others felt it was nothing but working 
capital and no matter whether I have a contrary opinion or not, it 
is not necessary to argue about whether it is working capital or 
whether it is not. The important thing is $20 million of steel f- 
nanced. And that is why I changed it. 

Mr. Monacan. These still constitute desirable objectives from the 
point of view of the policy of the DLF ? 

Mr. Brann. That is correct, Mr. Monagan. 

Mr. Harpy. You just do not state them so they won’t embarrass 
you? 

Mr. Brann. I don’t try to define them any more. I do it on a case 
by case method and when I find in our judgment in DLF it is working 
capital, we will not make the loan. 

Mr. Harpy. I think it is a good time to stop on that particular point. 

In this same vein, and on this same general subject that we have 
been discussing, we had intended to have some presentation from the 
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General Accounting Office. I would like to dispose of that before we 
nit for lunch, if we can do it. : ber wk 
Suppose we do continue and take the GAO presentation at this time. 
Thank you, Mr. Brand. If you all will just move back for a 

moment, I will ask the General Accounting Office representatives to 


ome forward. - 7 
; Mr. Revpan. Mr. Chairman, before hearing the GAO, I have two 


documents here, one dated June 11, 1959, a memorandum to Mr. 
Douglas Dillon from the then DLF Managing Director, Dempster 


McIntosh, and a reply from Mr. Dillon to Mr. McIntosh. 
~ Mav we have those included in the record? _ 
Mr. Harpy. Without objection, they will be included. 


e documents are as follows :) 
i JUNE 11, 1959. 


MemoraNpUM For How. C. DoveLas DILLON, ACTING SECRETARY OF STATE, Dr- 
; PARTMENT OF STATE 


Subject : Spanish Package Air Arrangement 

Mr. Leddy of your office called Mr. Obst, DLF Loan Officer for Spain, several 
days ago to ask what the situation was concerning the processing of additional 
DLF loans to Spain. Mr. Obst informed him that one small loan ($1.2 million 
for General Electrica Espanola) had just been approved by the Board, and that 
several others amounting to about $7 million were in varying stages of consid- 

‘ JT. 
we teddy made clear that the purpose of his call was to alert the DLF to the 
possibility that the DLF-OEEC package aid arrangement might jell within the 
reasonably near future, and that DLF might be called upon to provide a cer- 
tain part of the U.S. contribution to such a package. Mr. Leddy mentioned that 
the OEEC semed to be thinking in terms of $75-$100 million, the IMF in terms 
of $50-75 million and the Export-Import Bank in terms of $25 million. 

Before any final decisions are made, I would like to urge that no fixed DLF 
amount be allocated as part of the U.S. contribution to the Spanish aid package, 
in view of the fact that such a line of credit is contrary to the basic approach 
of the DLF, and may aggravate the difficulties we have had on the Hill with 
similar cases in the past. 

You will remember that the Senate Appropriations Committee pressed Mr. 
Bell and myself very hard on advance commitments, and a record was made to 
the effect that these were made only under the most compelling circumstances. 
In addition, both the GAO and the House Appropriations Committees have been 
concerned about making commitments before projects are approved. 

The Spanish could certainly be told at the time of any aid package that the 
DLF would be willing to give special consideration at such a time to Spanish 
projects which contribute to and would fit within their stabilization program, 
and, assuming some time would elapse before the package becomes a reality, 
DLF might be able to process and stockpile a few loans whose authorization 
might then be announced in connection with a package arrangement. 

I strongly feel that the DLF should participate in package arrangements only 
if we have on hand approved but unannounced projects in the amount of the 
DLF share of the package. The DLF is not in a position to do this in Spain at 
this time. 

(Signed) Dempster McINnTosH, 
Managing Director, 


THE UNDER SECRETARY OF STATE, 
Washington, June 22, 1959. 


Memorandum to: The Honorable Dempster McIntosh, Manager, Development 
Loan Fund. 


Subject : Spanish package aid arrangement. 


_ Tagree with you that it would be preferable for the DLF, when it participates 
in package arrangements with other agencies of the U.S. Government and organi- 
zations, such as the IMF and OEEC, to do so to the extent that it has on hand 
approved but unannounced projects equivalent to the size of the package. 
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However, arrangements of this sort looking to the stabilization of moneta 
and fiscal policies of friendly governments are often of overriding importance 4 
the United States, and it is essential that we maintain the greatest flexibility 
as a government in carrying out our share of the responsibilities under thet 
Therefore, neither the Export-Import Bank nor the DLF can adopt any hard. 
and-fast rule as to how they will proceed in a given case. but must look on each 
case on its merits at the time, taking into account the overall interests of th 
United States. This position should also be maintained in any testimony before 
congressional committees. You will recall that this was the position which |] 
outlined in the recent hearing before the House Subcommittee on Appropriations 

In the particular case at issue with Spain, I understand that there may well 
be no need for DLF participation. c 

(Signed) Dovaias Dittoy. 

Mr. Harpy. Mr. Staples, will you and your group come up now 


please? 


STATEMENT OF GEORGE H. STAPLES, ASSOCIATE DIRECTOR, Clyy, 
ACCOUNTING, AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE; ACCOMPANIED BY LLOYD GREGORY, SUPERVISORY Ac. 
COUNTANT; AND FREDERICK K. RABEL, ASSISTANT DIRECTOR, 
CIVIL ACCOUNTING AND AUDITING DIVISION 


Mr. Harpy. Mr. Staples, we are glad to have you. I believe yoy 
have with you Mr. Gregory and Mr. Rabel? : 

Mr. Srapres. That is correct. 

Mr. Harpy. I am sorry we are running a little late and since we 
are going to have a session this afternoon and wanted to get into 
another matter, I would like to try to finish this up before we adjourn 
for lunch. So I would hope that we can expedite this as much 
as possible. I do want you to know how grateful we are to the 
General Accounting Office for sending you folks up here to disenss 
this with us this morning. 

You have a prepared statement, I believe, Mr. Staples. Do you 
think the most expeditious way would be to go ahead and read that 
statement ? 

Mr. Srapies. That would be the best thing. It is not an unusually 
long statement. It is about 12 pages. 

Mr. Harpy. Go right ahead. 

Mr. Srapies. Mr. Chairman, and members of the subcommittee, 
we have been requested by this subcommittee to present today our 
findings as a result of our examination of the Development Loan Fund 
(DLF) for fiscal years 1958 and 1959. Our presentation summarizes 
the findings contained in our audit reports for the 2 years which 
were transmitted to the Congress on August 31, 1959, and February 
29, 1960, respectively. 

In addition to examining the financial statements of the Fund 
for the purpose of expressing an opinion thereon in compliance with 
the provisions of the Government Corporation Control Act, we re 
viewed the concepts and practices followed by DLF in approving 
and administering loans. 

For fiscal year 1958, which was the first year of DLF operations, 
we examined all six loan agreements signed by the Fund. For fiscal 
year 1959, we examined selected loans representing approximately 
30 percent of the loan funds obligated. e observed that the DLF 
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management had made continuing efforts to establish procedures 
for an orderly administration of the loan program and that progress 
had been made in these efforts from 1958 to 1959. 

With respect to some of the loans examined by us, DLF has fol- 
lowed certain concepts and practices which we believe may not con- 
form to those contemplated at the time the Fund was created and to 
management standards called for by the special character of the 
Fund’s operations. The importance of our findings is that they evi- 
dence certain criteria considered proper by DLF which approximate 
those followed for many years by ICA and its predecessor agencies. 
The acceptance of these criteria would move DLF in the direction of 
becoming an alternate or overflow source of financing for the kind of 
activities carried on by ICA and would divert DLF from concen- 
trating on specific development activities which are susceptible of 
evaluation primarily on their individual merits. These eventualities 
would tend to weaken the purpose for which DLF was created as a 
separate organizational unit in the administration of the mutual secu- 
rity program. igi! 

In commenting on our findings, the Managing Director of the Fund 
takes the position that the loans on which our findings are based are 
exceptional situations, but nevertheless that they were handled in 
accordance with the criteria set out in the legislation. He expresses 
general agreement as to the desirability of minimizing some of the 
yractices discussed by us. 

Definite judgment on the agency’s determinations and actions is 
complicated by the difficulty of reconciling the broad provisions of the 
authorizing statute with the more delineated but not conclusive con- 
siderations which are a part of the legislative history. Our report for 
fiscal year 1959 presents the concepts and practices followed by the 
Fund and our views thereon for evaluation by the Congress and for 
such further guidance as the Congress may deem advisable to give 
for the benefit of future loan operations. 

Following is a summary of our more specific findings and the per- 
tinent comments of the DLF management thereon. 


LOANS PURSUANT TO ADVANCE COMMITMENTS 


Several loans originated from advance commitments to borrowing 
countries, based primarily on foreign policy considerations. 

At the close of fiscal year 1958, DLF allocated the sum of $12 mil- 
lion for development projects in Lebanon pursuant to prior commit- 
ments made by the Department of State in view of the then existing 
political crisis in Lebanon. No specific loan applications had been 
received at that time. Subsequently, after review of loan applications 
received from Lebanon, DLF approved two loans totaling $5.5 million 
and canceled the remaining open commitment. 

Two of the 1959 loans examined by us were made pursuant to com- 
mitments to support a predetermined amount of aid required by the 
recipient countries to meet certain financial stringencies in their cur- 
rent fiscal year. In this category are a loan of $47.5 million to Iran 
and one of about $25 million to Argentina. The loan to Iran was to 
compensate the Iranian plan organization for the loss of oil revenues 
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which were diverted to cover a deficit in the governmental budget for | 
1959. The loan to Argentina was designed to assist the country’ | 
stabilization program and provide dollars for its 1959 forejen a 
change budget. "i 

Similar in some respects are five loans to India pursuant to an 
earlier commitment of $100 million to support the country’s secon} 
5-year plan. Also, we noted advance commitments of $50 million ty 
the Philinpines and of $37.5 million to Turkey. Preceding the Phj. 
ippine loan commitment, the Export-Import Bank expressed in Mgy 
1958 serious concern about DLF encouraging loan applications froy 
the Philippines on the ground that (1) such action would interfey 
with existing and future commitments by the Bank, (2) using proper 
fiscal management, the Philippines could repay loans in dollars, an) 
(3) the Bank was prepared to consider all sound economic projects 
in the Philippines. 

We believe that commitments of the nature here described are gin. 
ilar to the annual level of aid concept followed in ICA operations 
a concept from which, we understand, DLF was to divorce itself 
because of attending pressures on the agency, to fulfill commitments 
without regard to economic factors. Also, we are calling attentio, 
to certain undesirable developments stemming from advance com. 
mitments, in particular imadequate planning and evaluation of th 
activities to be financed and limiting the opportunities of U.S, bugi- 
ness for participation in DLF-financed procurement. 

DLF states that advance commitments are employed in only a fey 
situations and under special and compelling circumstances. Accord. 
ing to DLF, there will continue to be instances where for foreign | 
policy reasons the Secretary of State will find it in the interest of the 
United States to make such commitments. 


LOANS FOR BROAD IMPORT PROGRAMS | 

Three of the six loan agreements executed in fiscal year 1958-| 
consisting of two loans totaling $75 million for India and one low 
of $15 million to Israel—appear to have been for the principal pur 
pose of furnishing foreign exchange for import programs. They 
lacked the close association with specific and carefully evaluated de | 
velopment activities which, based on our study of the legislativ 
history, we believe was contemplated to be the proper basis for the | 
Fund’s loan operations. 

Loans made to India in 1959 in the amount of $100 million wer 
similar to the 1958 loans just discussed. One of these loans, whieh 
we examined in some detail, was for $15 million to finance capitil 
equipment imports programed for India’s private industrial sector 
We found that this loan was not backed up by specific developmen! 
plans of the industries to be supported and DLF did not have ade | 
quate data for an effective evaluation of the loan proposal. | 

DLF states that, in approving loans, preference is given to project 
‘ather than programs and that a majority of loans approved are fr 
specific projects. DLF emphasizes the special nature of Indiss| 
requirements for loan assistance and considers an examination of tlt 
country’s overall development program adequate to satisfy prescribel 
loan criteria. 
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LOAN FUNDS OBLIGATED WITHOUT ADEQUATE PLANNING OR EVALUATION 


Several loans did not receive what we consider adequate planning 
and evaluation prior to the obligation of loan funds. This condition 
was found not only in the aforementioned cases of Iran, Argentina, 
and India, but also in loan situations not directly connected with for- 
eign policy considerations, such as the loan of $10 million for a textile 
plant in the Sudan. : 

DLF signed the agreement for the Sudan loan before the borrow- 
er’s plans and estimates could be verified and certain doubts as to their 
reliability could be removed, In the absence of firm technical plans 
and conclusive evaluations prior to the obligation of loan funds, DLE 
made the disbursement of funds, contingent on approval of the bor- 
rower’s final plans. ; 

Our review indicated a need for more considered and complete pro- 
posals by loan applicants and more thorough reviews by DLF. ‘The 
concern of the Congress over adequate planning of DLF activities has 
found expression in the amendment of section 517 of the Mutual 
Security Act which, effective in fiscal year 1960, made the completion 
of plans and cost estimates a prerequisite of major project assistance 
financed by DLF. 

DLF claims that the examples on which our findings of inadequate 
planning are based constitute exceptional cases and that the loans were 
processed before the Fund was adequately staffed. or had sufficient 
experience. DLF advises that, since section 517 is now applicable 
and a more adequate staff has been secured, it is currently making 
more adequate reviews and evaluations of loan proposals. 


LOANS FOR NONDOLLAR EXPENDITURES 


A substantial part of DILF funds has been approved and used for 
nondollar expenditures, to finance procurement from countries other 
than the United States or expenditures in the borrowing country it- 
self. In October 1959 the Fund announced a new policy according 
to which primary emphasis will be placed in the future on the financ- 
ing of goods and services of U.S. origin. We believe that, aside from 
this policy, DLLF should explore and use all possible ways to economize 
the use of appropriated dollars, whenever loans call for nondollar ex- 
penditures by the borrowers. 


FOREIGN CURRENCY OPTION NOT EXERCISED 


At the time of our examination, DLF had not exercised an option, 
contained in several loan agreements, to make disbursements in cur- 
rencies other than dollars nor had the Fund devised procedures for a 
practical application of the option. DLF states that there has been 
no opportunity to exercise the option because offshore procurement has 
been in countries whose currencies have not been in available supply 
inthe Treasury. 

We recommended that DLF, in cooperation with the Treasury De- 
partment and the Bureau of the Budget, make appropriate arrange- 
ments for maximum use of U.S.-owned foreign currencies to satisfy 
the requirements of DLF borrowers and also that DLF seek to extend 

48437—60-——_39 
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the option to use currencies other than dollars to letter of commitmen; 
arrangements with commercial banks. DLF concurs with our recom. 
mendation and advises that appropriate action is being taken, 


USE OF DOLLARS TO FINANCE LOCAL COSTS 


With respect to loans intended to finance local costs in the borrow. 
ing country, DLF does not believe that the generation of such eur. 
rency through imports financed by and shipped from the United 
States, rather than through direct purchase with loan dollars, is prac. 
tical or suitable for a banking-type institution such as DLF, Hoy. 
ever, DLF makes reference to an alternative arrangement employed 
in recent loans which provides that loan dollars, after purchase of 
the local currency, may be used only for procurement of capital equip. 
ment in the United States. This arrangement, provided it is prop. 
erly followed by the recipient country, would seem to be a desirable 
alternative, to achieve maximum use of DLF dollars for the benefit of 
both the U.S. economy and that of the borrowing country. 


DISPERSAL OF LOAN ACTIVITIES 


The making and administration of loans under the mutual security 
program and under related programs authorized by Public Law 4g) 
have been dispersed among several agencies, including DLF, ICA, 
and the Export-Import Bank, with resulting complexities and incon- 
sistencies in functions and responsibilities. We recommended in ou 
1958 audit report that the responsible executive agencies study the ex- 
isting organizational and functional arrangements with a view to 
simplifying such arrangements and eliminating inconsistencies. 

The position of DLF is that no detrimental complexities and in- 
consistencies have resulted from the existing arrangements and that 
the techniques developed by the executive branch have been success. 
ful in preventing inconsistencies. DLF points to a close working re- 
lationship among the several lending agencies under the direction of 
the Department of State, which DLF believes will produce sound d- 


on International Monetary and Financial Problems is also mentioned 
in this coordination process. 

DLF is taking action to assume the responsibility for keeping the 
accounting records on its loans and following up on interest and pri- 
cipal payments, which are functions presently handled by ICA. The 
accounting for ICA loans has been and is currently being performed 
by the Export-Import Bank. 

DLF advises that progress has been made in coordinating the ad- 
ministration of foreign currency loans under section 104(g) of Public 
Law 480, which function was assigned by Executive Order 108%, 
dated June 25, 1959, to the Department of State and DLF “as they 
shall agree.” 

The President’s Committee To Study the U.S. Military Assistance | 
Program, in its third interim report, dated July 13, 1959, made spe 
cific recommendations for organizational changes in the administra | 
tion of economic aid, in particular the administration of U.S. Jom 
activities. We are not informed as to the status of these recommel 
dations, and we understand that the report is under study by the exe: 
cutive branch. 


visions of responsibility. The role of the National Advisory Cound 
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NEED FOR BETTER PROGRAM PRESENTATION 


In the annual program presentations to the ¢ vongress, the executive 
agencies did not make adequate disclosure of the magnitude of eco- 
nomic development assistance financed by both I¢ A and DLE under 
the mutual security program. We recommended in our 1958 audit 
report that future presentations clearly show the amount and nature 
of development aid furnished for each country and for principal 
projects, including the activities of both agencies. ' 

The Managing Director of DLF expressed general agreement with 
this reeommendation and reported that the congressional presenta- 
tion for fiscal year 1961 would contain additional information on 
DLF lending activity in each country. 


APPROVAL OF ORGANIZATIONAL ARRANGEMENTS 


In fiscal year 1958, under the general authority of the bylaws, the 
Managing Director created several organizational units without des- 
ignating in writing thei functions and responsibilities. We recom- 
mended that the Managing Director issue written orders covering the 
establishment of all organizational units. 

The Managing Director concurred in this recommendation and 
advised that functional statements have been prepared or are sched- 
uled to be prepared and issued for all organizational units. 


FORMAL APPROVAL OF LENDING POLICIES AND GUIDELINES 


At the time of our 1958 examination, the policies and guidelines 
followed by the DLF staff in the consideration of loan applications 
had not been officially established by the Board of Directors. We 
recommended that the Board take formal action to this end and 
record such action in the official minutes, 

The Managing Director advised us that the Board had generally 
found it appropriate to establish policies, in addition to those speci- 
fied in the legislation, on a case-by-case basis. DLF determined that 
the possibilities of codifying such policies were extremely limited 
since most loan cases which have been considered by the Board to 
date involved unique problems with policy implications not neces- 
sarily of general application. DLF will continue to establish formal 
policies only when a general statement having significance beyond 
the individual loan under consideration can reasonably be made. We 
believe that this approach is reasonable as it recognizes the need both: 
for flexibility in operations and for formal expression of policies 
where they have general application. 


NEED FOR GUIDELINES FOR COMPLIANCE WITH REQUIREMENT THAT 
FINANCING WAS NOT AVAILABLE FROM OTHER SOURCES 


DLF has not developed guidelines for its loan officers as to proper 
compliance with the requirement of section 202(b) of the Mutual Se- 
curity Act of 1954, as amended, that DLF shall take into account 
whether financing could be obtained in whole or in part from other 
free world sources on reasonable terms. We found that efforts to com- 


py with the requirement have not been adequately documented in the 
es. 











602 DEVELOPMENT LOAN FUND 


We recommend that the Board of Directors provide basic guide- 
lines, including what constitutes “reasonable terms” independent of 
the generally liberal terms which DLF is in a position to grant. The 
Managing Director should then prescribe how such compliance shal] 
be made and documented in the loan files. 

DLF does not concur with our recommendation since it believes 
that this matter does not lend itself to guidelines but should be han. 
dled on a project-by-project basis. 


OBSTACLES TO COMPLIANCE WITH SMALL BUSINESS PROVISIONS AND RE- 
QUIREMENT OF REASONABLE PRICING 


The conditions under which DLF has financed several loans haye 
presented obstacles to the enforcement of provisions generally jn. 
cluded in loan agreements to the effect that (1) advance notice shal] 
be furnished to the ICA Office of Small Business concerning proposed 
procurement to be financed by DLF and (2) the borrower shall solicit 
a representative number of suppliers to obtain reasonable pricing of 
the procurement. Some loan agreements do not contain these provi- 
sions although they would have been pertinent. For a number of 
loans, DLF approved the financing of goods already ordered by the 
borrower at the time the loan agreement was signed, making it im- 
possible to notify the Office of Small Business and provide an Op- 
portunity for participation by U.S. suppliers. 

We recommended that DLF include the provisions for the protec- 
tion of U.S. business and the requirement of reasonable pricing in 
all loan agreements and take the necessary steps for compliance by 
the borrowers. : 

DLF is in general agreement with this recommendation but con- 
tends that it must be free from these provisions in certain special, 
though infrequent, situations where overriding considerations are 
present. 

Mr. Chairman, this concludes our prepared statement. We shall be 
glad to respond to any questions which you and the other members 
of the subcommittee may have. 

Mr. Harpy. Thank you, Mr. Staples. Thank you very much. 

Any questions, Mr. Reddan ? 

Mr. Reppan. No, sir. 

Mr. Harpy. Any questions, Mr. Monagan ? 

Mr. Monacan. With reference to page 3, you are talking about 
loans pursuant to advance commitments; these are obviously rather 
acute political situations that you are referring to there. Is it your 
opinion that there are other sources of funds that should be relied on 
to meet these problems? 

Mr. Srapies. There are other sources of financing that can be used 
for these purposes, and one of the reasons for instituting DLF in 
the first place was to divorce it from the political pressures that gen- 
erally surround loan commitments. 

Mr. Monacan. What other sources would be available ? 

Mr. Sraptes. ICA. 

Mr. Monacan. Thank you. 

Mr. Harpy. Mr. Meader? 
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Mr. Meaver. Mr. Staples, | note that you say that this summary 
is based on your reports submitted August 31, 1959, and February 29, 

( 
ond Sraptes. That is right. 

Mr. Meaper. I notice throughout your statement, you give the re- 
action of the manager of the Development Loan Fund to certain of 
your recommendat ions. 

Mr. Srarzes. Yes, sir. 

Mr. Meaper. Could you fix the date on which those reactions were 

iV ou! 
gy tell They are varying dates, Mr. Meader, because as you 
probably know, in connection with our issuance of a report, we gener- 
ally submit it to the agency in draft form before we issue it and we 
vet their comments at that time. That marks one period of time. 
Then as happened in the 1958 report, after we had issued it, the 
Managing Director furnished us again with a letter in November of 
1959, setting forth his reaction to our issued report. So you have a 
second marking of time at which we received views from the agency. 
Both of those were in connection with our 1958 report. 

In connection with our 1959 report, we had pretty much the same 
arrangement and we received comments from the Managing Director 
in the early part of February 1960, on the draft of our 1959 report, 
so that we have three points of time at which we have received the 
views of the DLF on the statements we make in our report. 

Mr. Meaver. My point is that there has been a change in the Man- 
aging Director between the preparation of your report filed in August 
of 1959 on which the Managing Director was permitted to comment 
before you transmitted it to Congress and then the time in November 
of 1959, when a new Managing Director commented on the report 
after you had submitted it to Congress, and then again the third 
time with respect to your 1959 report. 

Mr. Stapies. That is correct. 

Mr. Meaper. I wonder if there was any quick way of identifying 
which of these reactions came from which Managing Director? 

Mr. Sraptes. The one received in 1959 was from Mr. Brand and I 
believe that in that letter he generally confirmed or expressed his 
agreement with the comments that had been expressed previously 
on our draft report, which I believe was during Mr. McIntosh’s time. 

Mr. Meaper. You were present this morning, Mr. Staples, when 
there was some comment about these two brochures, the title, “De- 
velopment Loan Fund.” One is dated June 1959 and the other Feb- 
ruary of 1960. Apparently, as the testimony developed this morning, 
one of the principal differences is a deletion from the later pamphlet 
of an item under section X in the original pamphlet called “Opera- 
tions Not Eligible for Fund Financing.” 

Are you familiar with those two pamphlets, Mr. Staples ? 

Mr. Srartes. I have some familiarity with them, Mr. Meader. I 
couldn’t quote you chapter and verse on them but I have read both 
of them. 

Mr. Meaper. Are you familiar with this aspect of the pamphlet ? 

Mr. Startes. Deletion of ineligibles; yes, sir. 
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Mr. Mraper. Do you have any comment? I didn’t see any in vo 
prepared statement with reference to the change made bearing an 
your apparent desire to have guidelines? -— 

Mr. Srarves. That you might say, is one of the things we 
mind in recommending that the DLF establish and formalize ] 
policies and criteria and they have given us an answer 
that it just doesn’t lend itself to that kind of formalizat 
not completely convinced that it doesn’t but we have been ine 
to accept what the Managing Director says and that is where they 
encounter a policy which goes beyond the single loan which they 
are considering they will formally establish that as a policy but that 
in all other respects, they have to be completely free to judge each 
case on its merits. I have some misgivings about that but | don't 
think that I can take a strong position one way or the other, | 
believe that in the interest of orderly management, that wherever i 
is possible, any unit or organization should establish its policies as 
formal policies. Although they may need flexibility, I think tha 
it is still within the realm of practicability to set down and prescribe 
formal policies which may be subject to deviation on given oer. 
sions. It tends to promote a degree of discipline in our operations 
and there 1 come upon the question which I must confess we hay 
had to refer to the Congress, and that is: How much discipline js 
there going to be in this business of foreign policy ? 

Mr. Mrapver. May I ask you, Mr. Staples, whether it makes y 
reviewing function such as that of the General Accounting Office o: 
perhaps of a committee of Congress such as this, somewhat simpler 
when there are guidelines than when there are none ? 

Mr. Sraptes. I think there is no question that it does, Mr. Meader 

Mr. Meaper. I notice on page 1 of your statement that you examined 
30 percent of the loan funds obligated during fiscal year 1959, 

Mr. Srartes. That is right. 

Mr. Meaprer. You say “We examined selected loans.” 


had in 
ending 
Which says 


Just how many loans did that amount to? I mean, you could | 


probably pick out just a few large loans and encompass 30 percent 
of the funds? 

Mr. Srapies. We examined 12 loans. 

Mr. Meaper. Out of how many ? 

Mr. Sraptes. Sixty-two, I believe, that were made. 


Mr. Meaper. On what basis were those loans selected, Mr. Staples! | 


Mr. Srapies. Some of them were simply selected at random and 
others were selected by virtue of a cursory review of their whole low 
portfolio; some loans seemed to present unusual situations, 

Mr. Mraper. Did you pick out those which seemed to be unusual— 

Mr. Srapies. We picked out some of those which seemed to preset! 
unusual problems and the rest were simply selected at random. 

Mr. Meaper. I wonder if you would mind giving us a list of tle 
loans ? 

Mr. Srartes. Not at all. Weshould have them here. 

Mr. Harpy. I think it might be a good idea, and I presume from 
what you have just testified, Mr. Staples, you started out by picking 


a group at random and then subsequently added to it to get some that | 


dealt with special phases of the lending activity which you had 
observed in those that you picked at random, is that correct! 
‘ ; * ‘he + ¥ 
Mr. Srarres. That about states it correctly, Mr. Chairman. 
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Mr. Harpy. Would you give us the two different types and list 
9 

ss - Srapies. I think it is safe to say the loan for Iran and the loan 
for India were specially selected, because we had observed certain 
unusual features about those loans and we definitely decided we would 
select them. I do not know just how to proceed from here. 

Do you want me to read them off, Mr. Chairman : 

Mr. Harpy. Suppose you just give us a list showing those that were 
selected at random and those that were added specially. 
Mr. Srartes. We will present them for the record. 

Mr. Harpy. That is fine, if you would. | 

(The information requested was submitted by the General Account- 


ing Office and follows: ) 


Basis FOR SELECTION OF LOANS EXAMINED IN AUDIT OF DEVELOPMENT LOAN FUND 
: FOR Fiscan YEAR 1959 


During fiscal year L959 DLF executed 62 loan agreements aggregating 
$516,706,000. In our audit for that year we selected for detail examination 12 
loans totaling $150,790,000. In addition we scanned all 62 loan agreements to 
verify that the agreements were properly executed in fiscal year 1959 and to 
ascertain certain specific provisions such as terms as to interest and principal, 
method of disbursement by DLF, allowance for local currency financing, finan- 
cing of orders placed prior to the signing of the loan agreements, notification to 
the Office of Small Business, solicitation of a reasonable number of suppliers and 
option to DLF to reimburse in the currency actually disbursed by the borrower. 

Of the 12 loans examined in detail, 2 were selected for particular reasons 
based on prior knowledge. The other 12 loans were selected from a listing 
prepared by DLF showing by country, purpose, and amount each loan executed 
in fiseal year 1959. Each of the 10 loans was selected because it appeared from 
the listing to be representative of a specific type or category of loan or of a 
particular practice followed by DLF. At the time of selection, we had no prior 
knowledge of any unusual circumstances related to these loans. 

The 12 loans selected for detailed examination are listed below. 


SELECTED FOR PARTICULAR REASONS 


Loan No. Country Purpose Amount 
} ; ’ 
28 | Netherlands !_- Resettlement of emigrants. , : $3, 000, 000 
34 | Iran 2__. Projects of Iranian plan organization : 47, 500, 000 





| Selected because of prior knowledge that it had been the subject of discussion in congressional hearings 
on the fiscal year 1960 program and because Netherlands is not considered an underdeveloped country. 


? Selected principally because of prior knowledge that the loan was based on an advance commitment by 
the Department of State. 


SELECTED AS APPARENTLY REPRESENTATIVE OF SPECIFIC ASPECTS OF DLF 
OPERATIONS 


l 


| 

10 | Paraguay--. y Asuncion Waterworks pe Re sh hie sacaall i $1, 000, 000 
19 | Thailand .| Electric distribution system. ..-- : phawdhdinn 20, 000, 000 
23 | Pakistan Karnafuli Dam scutes iat eu tn 17, 500, 000 
37 | Sudan... _- Textile plant ee Series 10, 000, 000 
39 | Bolivia___ : Sugar mill__- edit he : elbcouka 2, 500, 000 
40 | India___. | Capital equipment for private sector. re 15, 000, 000 
45 | Brazil. ae ee 240, 000 
58 | Haiti... | Artibonite Valley project. cl al lat 4, 300, 000 
59 | Philippines. ...._.| Loans to small industries..........-------...-.-........... 5, 000, 000 
60 | Argentina | Transportation, electric power, industrial development_._. 24, 750, 000 

Total sre cieapaie<taitginints tia cite dipaeaitteditesa sania te ea $150, 790, 000 





Mr. Harpy. We just had a quorum call. I want us to try to get 
through this phase of it as quickly as we can. I have just a couple 
of questions myself and I want to refer again to page 3, which Mr. 
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Monagan referred to, where you make specific reference to loans which 
were made pursuant to commitments to support a predetermined 
amount of aid. 

Now you have indicated that the Congress, either by legislative In- 
tent or by statute, intended that loans of that nature were to be pp 
vided from other sources, specifically ICA, I believe. Can you ade 
cate just where in the statute or in the legislative history that finding 
is based ? . 


Mr. Srapies. That is one of our problems, Mr. Chairman. Ag far | 


as the legislation is concerned, there is nothing in the legislation tha 
touches on that particular matter other than insofar as it may be con. 
nected with the four specific criteria that were laid down in the legis. 
lation. 7 

Mr. Harpy. I am frank to say that up to now, I am developing 
feeling that the Development Loan Fund is following a much greate 
flexibility than those of us who originally supported it had in mind 
at the time it was first set up. 

I am not suggesting that it is contrary to the statute or, perhaps, 
contrary to the expressed legislative intent, but I thought if you had 


any specific citations that you could give it to us, it might be helpful | 


in clearing up this question. 


Mr. Srapues. I believe there are a number of citations in the legis. | 


lative history and it is that. which is troubling us. 
Mr. Harpy. Would you submit them for the record ? 
Mr. Sraptes. I will be glad to. 
(The requested information was submitted by the General Account. 
ing Office and follows:) 
DEVELOPMENT LOAN Funp CITATIONS FRoM LEGISLATIVE History AND Srvmag 
Sources RELATIVE TO THE USE OF ADVANCE COM MITMENTS 


The citations presented below were taken from testimony by executive branch 
officials before congressional committees, from reports of congressional con- 
mittees, and from communications and other documents within the executive 


branch. It will be noted that these citations refer to various terms, such as | 


“annual allocations,” “annual country aid levels,” “annual country allocations,” 
“given level of aid,’ “advance allocations by countries,” “country totals,” “an 
nual amounts for countries,” “general country levels,” “‘: 
tion of funds by country,” “annual levels of assistance.” DLF in its discussions 
with us has sought to distinguish these terms from the advance commitments if 
has made. For the reasons stated in our report dated February 29, 1960, to the 
Congress on our audit of DLF for the fiscal year 1959, we believe that there 
is little if any substantive difference between the above terms and the advanee 
commitments made by DLF. 

The citations presented below are arranged in three groupings according t 


the chronology of their occurrence: (1) Prior to the creation of DLF, (2) sub 


sequent to the creation of DLF, and (3) recent executive and congressiona 
expressions on the use by DLF of advance commitments, together with perti- 
nent comments by GAO on certain items. 


PRIOR TO THE CREATION OF DLF 


Executive branch booklet dated June 1957 and entitled “The Mutual Security 
Program, Fiscal Year 1958, a Summary Presentation,” which recommended the 
creation of DLF (p. 53), stated that: 

“The Fund would only finance specific development projects or programs, a 
they were forthcoming. 


“Unlike the present aid program, financing under the Fund would not be ® | 


the basis of annual allocations to different countries. Such annual country alle 
cations, made far in advance, do not always represent the best use of the money 
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pen the time comes around. And yet they give the receiving countries a sense 
ne vested interest in a given level of aid, which weakens their incentive to 
self-help.” sa ; ects sala’ 

In the hearings before the House Committee on Foreign Affairs on the Mutual 

Security Act of 1957 (p. 1319), the U nder Secretary of State for Economie Af- 
t irs (C. Douglas Dillon ) stated in reference to DLF: 
a * * We feel that by eliminating the fiscal year requirement we accomplish 
something that is most important ; we get away totally from this business of 
advance allocations by countries. Phat has proved, I think, to be a very un- 
sound and unsatisfactory method. I think all the studies that have been made 
of this general subject agree that that is something that if we want to be 
pusinesslike, we have to get away from. The old approach makes us subject to 
political pressures, and we think this new approach will help end that.” 

In hearings before the Senate Committee on Foreign Relations on the same 
legislation (pp. 593 and 594), the same official in testifying that DLF would 
finance specific projects and programs as they were examined and found sound, 
stated : , 

«os # * The fund would not, however, make annual allocations to individual 
countries.” ‘ 

In hearings before the Senate Committee on Appropriations on the Mutual 
Security Appropriation Act, 1958 (p. 154), the same official stated : 

“If we wish to make the most businesslike use of our aid, it is essential that 
we allocate it on the basis of individual projects that we find worthwhile, and not 
on the basis of country totals.” 


SUBSEQUENT TO THE CREATION OF DLF 


In recommending additional financing for DLF in fiscal year 1959, the Com- 
mittee on Foreign Affairs stated in its report on the Mutual Security Act of 
1958 (H. Rept. 1696, p. 31). 

“The Fund will focus on specific loan proposals rather than on country levels 
of aid. The Fund will not program annual amounts for countries.” 

Hearings on the Mutual Security Appropriation Act, 1959, before the House 
Committee on Appropriations (p. 375) show the following exchange between a 
member of the committee and the Chairman of DLF: 

“Mr, WiaGLeswortH. * * * It [DLF] was designed to eliminate the so-called 
illustrative programs that we had had for years, and to put things on a more 
pusinesslike basis, dealing with specific projects under specific criteria. * * *” 

“Mr. Ditton. I think that is true. Dealing with these countries on this loan 
basis and on the basis of specific projects rather than general country levels, we 
have found to be a better process than the previous one.” 

In hearings before the subcommittee of the House Committee on Appropria- 
tions then considering the second supplemental appropriation bill, 1959 (p. 415), 
the role of DLF was described by Mr. Dillon, as follows: 

“Unlike the annual, advance allocations of funds by country, which existed 
under previous mutual security development financing, the DLF makes no ad- 
vance allocations, but is intended to act only on specific development proposals.” 

The congressional hearings and reports on the Mutual Security Act of 1959 
and the Mutual Security Appropriation Act, 1960, contain the following pertinent 
excerpts : 


Hearings, House Committee on Foreign Affairs (p. 173) 


“Mr. Ditton. * * * It [DLF] makes loans only for specific projects and there 
is a separate loan agreement on each project tailored to the specific situation. 
The Development Loan Fund does not program in advance annual levels of as- 
sistance for particular countries. * * * it obligates funds only when it is con- 
vinced that efficient use can be made of them in connection with particular 
projects, * * *” 


House Report No. 7500, Committee on Fore ign Affairs (p. 34) 

“Mr. Ditton. The purpose of the Development Loan Fund is to provide assist- 
ance solely for economic development in the form of loans for economically sound 
programs and projects. It makes no advance allocations by country but is in- 
tended to.act only on specific development proposals.” 

Hearings, Senate Committee on Lppropriations 

Mr. Dillon stated that DLF, as opposed to defense support and special assist- 
ance, puts greater emphasis on being sure projects and programs are good ones 
and “less on meeting a particular level at any particular year” (p. 114). 

484376040 
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Mr. Barrows, ICA Regional Director, in commenting on the extent to which 
loan applications to DLF were considered in the mutual security assistan, 
being proposed for Turkey, stated: “It is pretty hard for us to take that in 
account since by the very nature of the program, as it was authorized by Con. 
gress, it is not supposed to be programed out by advance commitment. , 
posed to be handled on a case basis as it is” (p. 376). 

Mr. Dillon submitted a statement requesting that $500 million of 1961 funds be 
appropriated in 1960 to become available in 1961. He stated that this Was 
necessary for continuity; also that: “It would tend to reduce the pressure for 
advance allocation of funds” (p. 488). 

That the executive branch did not anticipate making advance allocations or 
advance commitments of DLF funds and that is believed it had given the (op. 
gress such assurances, is shown by the text of Department of State Circular 
Airgram No. CG-175 dated October 10, 1958, to the heads of U.S. diplomati. 
missions. This airgram, dealing with the legislative requirements and history 
bearing on future uses of DLF, states in part as follows: 

“2. * * * Thus the practice of establishing annual country aid levels or making 
commitments of funds in advance of approval of specific projects or programs 
would not be followed in determining the division and the use of the funds, 

“3. Uses of DLF which were inconsistent with above principles would meg, 
that: 

“(a) DLF would be less effective in serving important foreign policy pur. 
poses for which it was established : that of promoting economic development 
of the less developed areas of the free world. 


It is SUp- 


“(b) Repeated, specific, and explicit assurances which the executiye | 


branch gave Congress would be violated. 

“(e) Congress might consider that institution which it created to promote 
economic growth was being used in ways which weakened ability to achieve 
this primary objective and thus called its reason for being into question, 


* * * * * * . 


“6, * * * Where political or balance of payments emergencies call for aid 
which cannot be provided without violating principles summarized para. 2 
therefore, recourse should be had to other instruments which exist for meeting 
short-term needs.” 


* . * . * * 


RECENT EXECUTIVE AND CONGRESSIONAL EXPRESSIONS ON USE OF ADVANCE COMMI? 
MENTS AND PERTINENT GAO COMMENTS 


In the hearings of the subcommittee of the House Committee on Appropriations 
considering the second supplemental appropriation bill for 1959 (p. 417), the 
DLF justifications for its appropriation request included a statement as follows: 

“In a few exceptional instances, funds are also committed when a loan pr 
gram for a country is approved, subject to approval of specific projects by the 
Board of Directors. Loan agreements are executed against specific projects, not 
against the overall programs.” 

In hearings before the Subcommittee on Foreign Operations of the House Con- 
mittee on Appropriations considering the Mutual Security Appropriation Act, 
1960 (p. 1057), Mr. Dillon stated that DLF had found it necessary on a fev 
occasions, for urgent foreign policy needs or for joint financial operations, to 
make advance commitments before approving in detail specific projects or pro 
grams for which funds would be used. He justified this practice on three prit- 
cipal factors as follows: 

1. Advance commitments differ from the annual allocations method in that 
they are contingent on DLF approval of specific projects or programs; funds 
are made available only as DLF approves specific sound activties; and they do 
not tie DLF to providing the money within any given time period. 

GAO comment.—The annual allocation method, where projects were involved, 
was also contingent upon approval of specific projects. Our review of DLF loans 
shows that funds have been made available for activities which we consider lack 


specificity and that DLF advance commitments have been tied to providing money 


within a given time period. 
2. DLF advance commitments are similar to “lines of credit” used by the 
Exvort-Import Bank. 
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GAO comment.—The objectives of Export-Import Bank and the related legis- 
lation are entirely different from those of DLF and in our opinion “the lines 
of credit” used by Export-Import Bank are not appropriate for DLF. 

3. DLF commitments are employed only under special and compelling cir- 
cumstances. ; ; 

GAO comment.—We are aware of the following advance commitments from 
DLF fiscal year 1959 funds: 


erp meena a rrr mar cerern erences $100, 000, 000 
CT ee 50, 000, 
or factual SN SUC INI Dosa ws crnteicechesge nde cen eed acca 40, 000, 000 
aon ance achorinnnhinteatonsis aan 37, 500, 000 
Argentina_~--~--~--------~--~----~-------~--------------—------ 24. 750, 000 
Total_-------------------------------------------------- 252, 250, 000 


a= = 


The DLF received appropriations of $550 million in fiscal year 1959. Conse- 
quently about 45 percent of its fiscal year 1959 funds were employed under these 
special and compelling circumstances. 

The report of the House Committee on Appropriations (H. Rept. 712) follow- 
ing the hearings in which the above statements were made by Mr. Dillon, states 
at page it is the committee’s opinion that such allocation of funds pending 
receipt of firm proposals from the borrowing copntry is contrary to the legisla- 
tive history of the Fund and the testimony presented to various committees of 
the Congress.” 

Mr. Harpy. Thank you very much, Mr. Staples, and your asso- 
ciates. We are grateful to you for coming over and presenting this 
discussion for us. 

We are scheduled to reconvene at 2 o’clock this afternoon. That 
meeting had originally been intended to be in open session. However, 
I think I should read a portion of the House rules, rule XI, 25(m), 
which has this to say : 

If the committee determines that evidence or testimony at an investigative 
hearing may tend to defame, degrade, or incriminate any person, it shall, (1) 
receive such evidence or testimony in executive session; (2) afford such per- 
son an opportunity voluntarily to appear as a witness; and (3) receive and 
dispose of requests from such persons to subpena additional witnesses. 

This afternoon, we want to take up two specific loan applications 
that relate to prospective loans in the so-called private sector. 

There are some questions about testimony that may be adduced and 
so pursuant to this rule that I have just read, I believe it is desirable 
for the committee to meet first in executive session this afternoon 
and then it can decide as to whether we will go back into open session. 

Do you agree with that ? 

Mr. Meaver. Mr. Chairman, I concur in your suggestion that the 
committee proceed first in executive session to take such testimony as 
may come forth in the purview of rule XI, 25(m). 

Mr. Harpy. Is that agreeable with you, Mr. Monagan? 

Mr. Monagan. I agree, too, Mr. Chairman. 

Mr. Harpy. Let the subcommittee stand adjourned, to reconvene in 
this room at 2 o’clock. 

The Chair or Mr. Reddan will advise interested parties of those who 
will be permitted to be present and those whom we desire to be 
present. 

Mr. Branp. Mr. Chairman, may I make an observation, assuming 
Mr. Staples will not be here this afternoon. The report and work 
with the General Accounting Office has always been on a very cooper- 
ative and friendly basis and I did want to explain to the chairman 
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and to the committee that neither the report nor the presentatioy 
made by Mr. Staples contains all of the Managing Director's yp. 
sponses to the General Accounting Office and if it is permissible. | 
would like to submit those responses for the record. 
Mr. Harpy. Mr. Brand, I would want to give you an opportunity 
to do so. 
Mr. Brann. I did not want to say it without Mr. Staples being pres. 
ent because we have had a very friendly relationship. . 
Mr. Harpy. Thank you very much and that will be provided fo, 
(The Development Loan Fund comments on the General Account. 
ing Office reports for fiscal years 1958 and 1959 follow :) 


DEVELOPMENT LOAN Funp, 
Washington, D.C., June 4, 1959, 
Mr. GEORGE H. STAPLES, 
Associate Director, Civil Accounting and Auditing Division, U.S. General Ae. 
counting Office, Washington, D.C. 

Dear Mr. Staptes: Thank you for forwarding draft copies for our comment 
of the General Accounting Office report on the fiscal year 1958 activities of the 
Development Loan Fund. We have reviewed the report and our comments 
are attached. 

At the outset, however, I should like to compliment your office on the com. 
petence and courtesy shown by your staff during the course of our first audit. 
I am confident that the attitude and approach that have characterized this 
audit will continue as a pattern of future relationships. 

Our comments are contained in two attachments. The first deals with the 
section in the report titled, “Findings and Recommendations,” and the second 
deals with “Synopsis of Functions and Operations of the Development Loan 
Fund.” I hope these comments will be of some assistance in drafting the final 
report. 

Sincerely yours, 
Dempster McINtTosu, Managing Director. 


[Attachment I} 


COMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FUND, ON “FrINp 
INGS AND RECOMMENDATIONS,” Drarr GAO AupbiIT REPORT 


A. NEED FOR FURTHER CENTRALIZATION AND COORDINATION OF DEVELOPMENT 
ASSISTANCE AND LOAN ACTIVITIES 


1. The report recommends that the executive branch “further clarify and 
define the criteria governing the use of the several categories of mutual security 
funds, coordinate the administration of loans, and improve the annual presen- 
tations to the Congress so as to clearly disclose all economic development aid 
financed under the mutual security program” (p. 4 and pp. 19-21). 

2. The responsibility for coordinating and relating the various elements of 
the mutual security program is, of course, not mine. That authority rests in 
the Department of State. It has, however, concurred in section A of this 
attachment. 

3. The report argues in the discussion beginning on page 19 that economic 
development aid is being provided through several functional titles of the Mutual 
Security Act including not only the DLF but also defense support and special 
assistance, despite assurances to the Congress by the executive branch that the 
purpose of the DLF was to concentrate most if not all economic developmellt 
aid in the DLF. We believe that no such inconsistency exists. In this coh 
nection, the following should be noted: 

(a) In the course of the presentation of the mutual security program for 
fiscal year 1958, when the DLF was first proposed, the executive branch ad- 
vised the Congress that bilateral development financing under the mutual secur 
ity program would thereafter be provided principally through the DLF. The 
Congress was also advised that when there was a development financing require 
ment that could not qualify for a DLF loan, and when it was important to US. 
objectives that the requirement be met, financing would be sought under special 
assistance. In the “Worldwide Summary Statements” volume of the MSP 
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presentation documents for fiscal year 1958 (p. wt it aeetee ae - ane sae 
where aid for development progress must, in order to be effective, be extendec 

rant basis, such aid could be provided as special assistance rather than 
~ a ooad out of the fund.” Subsequent annual MSP presentations to the 
ease have consistently proposed the same course of action. 

(b) The evidence on which the draft report seems to rely in concluding that 

development aid continues to be provided under defense support is apparently 
that capital projects are still handled within that category. This line of rea- 
soning fails to take into account the basis on which the various elements of 
the mutual security program were established. The basis for the distinction 
between these eategories (DLF, DS, SA) is, as has been emphasized to and by 
the Congress, one of purpose, not of the types of aid provided (project or non- 
project, commodities or services, ete.). The purpose of defense support is to 
secure a desired contribution to the common defense. This purpose is fostered 
py means of annual aid programs to specified countries. , : 
“As stated in the fiscal year 1958 presentation to the Congress (worldwide 
summary statements, p. 32), the nature of a country defense support program 
is determined by the needs of the country in question. “ rhe test should be 
this: What are the specific kinds and amounts of resources which are most likely 
to accomplish the economic and political results which the aid is intended to 
serve and upon which the attainment of the military objective depends? In 
one case the entire program may properly be in the form of nonproject aid, 
while, in another, it will be better if the program represents either some com- 
pination of both nonproject and project assistance or consists solely of project 
aid. It may include capital goods, as well as, or to the exclusion of, consumable 2 
and vice versa.” [Italic supplied.] (See illustrative country programs in fiscal 
years 1958, 1959, and 1960 congressional presentation volumes. ) 
” The essential point to be noted here is that the fact that aid in a particular case 
is directed to a project does not necessarily mean that the basic U.S. purpose 
in given the aid is the furtherance of long-range economic development rather 
than the promotion of political or economic stability (the purpose of special 
assistance) or the securing of some specific contribution to the common defense 
(the central purpose of DS). Thus, the distinction between the existing cate- 
gories of aid is clear when viewed in their own terms, namely their differences 
of purpose. 

4. The draft report concludes that for the various funds within the mutual 
security program there are no firm criteria for the use of loans in contrast to 
grants. The criteria governing the terms of assistance are these: All DFL assist- 
ance is, by definition, extended on a loan basis. With respect to other categories 
of assistance, including defense support and special assistance, they are ex- 
tended in accordance with section 505(a) of the Mutual Security Act, which 
provides that the terms of assistance shall be those “determined to be best 
suited to the purposes of this act and shall emphasize loans rather than grants 
wherever possible.” In accordance with this provision, defense support and 
special assistance have been provided on a loan basis where U.S. aims can be 
achieved under this condition. 

It should be noted in this connection that loans under defense support and 
special assistance are entered against overall country programs and follow a 
determination in the course of the normal program approval process as to the 
level and composition of the required program. DLF loans are, of course. ex- 
tended only in connection with specific activities to be financed. 

5. The report also states that, “to date, a clear delineation between defense 
support and economic assistance has not been worked out.” Actually, defense 
support is a form of economic assistance. Congress made this point clear when 
in 1958 it reorganized the Mutual Security Act so that chapter I was titled 
(and covered) “Military Assistance,” and chapter IT was headed (and covered) 
“Economic Assistance”: and by [consciously] placing defense support under 
chapter II. In proposing this reorganization the House Foreign Affairs Com- 
mittee stated: “Under this new arrangement defense support is moved from the 
provisions dealing with military assistance into the provisions dealing with 
economic assistance. This is to make clear thet defense support is economic 
assistance intended to support the military effort of certain countries receiving 
military assistance. These changes in arrangement do not have any substantive 
effect.” (Mutual Security Act of 1958, H. Rept. No. 1696, p. 15.) 

«6. The report suggests that better coordination of MSP loan administration 
is ca'‘led for. Actually a number of effective coordinating mechanisms already 
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exist. It should be noted that before acting on a loan application, the DEF 
secures the assistance and advice of ICA missions and embassies in the fig. 
that the DLF Board of Directors provides a mechanism for interagency coording. 
tion through its own review of each loan proposal and through the prescreen, 
ing performed by representatives of each Director; that the Secretary of State 
has specific authority for, and arrangements for, coordinating all assistance 
under the Mutual Security Act; and that, under the Mutual Security Act and 
Executive Order 10575 that NAC is consulted with respect to policies relating 
to all loan assistance under the Mutual Security Act and is consulted with 
respect to each DLF and ICA loan. 

7. The report also recommends that the separate volume presented on the 
DLF in connection with the fiscal year 1960 presentation to the Congress should 
be integrated with other volumes in the future. It argues that the present 
arrangement does not “afford a clear picture of the magnitude of economic 
assistance to individual countries or by individual projects” and that “hig 
condition results from the fact that the past and projected uses of the DLF 
are not included in the regional and country presentations.” 

It is assumed that the report did not intend to recommend that the DrF 
project its future uses, since the report argues elsewhere against advance 
allocations. Its suggestions, therefore, for integrating the presentation would 
apply, if this assumption is correct, to past activity alone. In this connection 
it should be noted that each country presentation in the non-DLF volumes 
notes the amount and type of DLF loans made to the particular country in the 
section of the text which deals with the country’s economic situation. — 

The question of whether the DLF presentation shonld be in a separate 
volume was a matter which received considerable attention in the preparation 
of this year’s submission. Our decision to proceed on the present basis rested 
in part on our understanding that many Members of the Congress preferred, 
insofer as possible, to evaluate each of the individual mutual security programs 
as an integrated piece in both the authorization and appropriations processes, 
It was felt that 2 senarate DLF volume would be useful in this connection, 
Furthermore, the DLF presentation con!d not be placed on a basis strictly com. 
parable with the other economic assistance programs for the reason, among 
others, that it does not project future programs. In addition, the DLF presenta. 
tion was the only presentation that could be completely unclassified. To have 
integrated the DLF into the other volumes would have mean that information 
on the DLF would not be as freely available to the Congress as it is now. 


B. DLF FUNDS SHOULD BE OBLIGATED ONLY FOR SPECIFIC AND CAREFULLY PLANNED 
ACTIVITIES 


1. The draft report recommends that “future loans be related to specific eco 
nomic development activities which can be carefully examined and evaluated as 
to their soundness and desirability prior to the execution of the loan agree 
ments.” The conclusion that the three loans cited in the report were not for 
“specific economic activities” and were not so related, examined and evaluated 
fails, we believe, to reflect the actual facts. Before commenting on these loans, 
however, some general observations should be made about this section of the 
report. 

2. The first is, as the report indicates in the first paragraph on page 22, that 
the purpose of the DLF, as frequently outlined in executive branch testimony, is 
to finance projects and programs. As indicated by the then Deputy Under 
Secretary for Economic Affairs before the Senate Foreign Relations Committee 
in 1957, “our idea is to primarily finance projects, individual projects, but also 
some type of programs. There might, for example, be a railroad program rul- 
ning over a number of years, and we might not finance just one little piece of 
that, but contribute toward the financing of the whole program.” And again, 
before the same committee, he said, “It (the DLF) would finance specific proj- 
ects and programs as they were examined and found sound. By ‘programs’ I 
mean plans for economic development which might embrace broad sectors of the 
economy or which might be limited to a specific purpose—for example, a nation's 
5 year road construction plan.” 

Despite this clear legislative history, the report implies that the DLF was re 
miss in financing programs in several instances. We believe that the report is 
inconsistent in this respect since it acknowledges elsewhere that the DLF has 
authority to finance either programs or projects. 
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Nevertheless, as the above remarks by Secretary Dillon suggests, the DLF 
refers to finance projects. Wherever the financing of projects is an appro- 
riate means for supporting economic development, the DLF employs that device. 
3. The report concludes that, “these loans appear to be for the principal pur- 
of furnishing foreign exchange for the borrowing country’s import program, 
and not for specific projects or programs susceptible to proper evaluation as to 
soundness and long-range benefits. Certainly it is one thing to provide general 
support for a country’s overall import program, and another to finance the im- 
nortation of capital equipment needed for economic development. We believe 
that the DLF loans to which the draft report has reference are each financing a 
sound selection of capital imports that will contribute effectively to economic 
wth. 3 ; : 

4, While the foregoing comment in the draft report does not make evident the 
standards which it applied in concluding that the subject loans were not “sus- 
ceptible to proper evaluation”, the tone of the section suggests that the authors 
were looking in each case for the detailed kinds of engineering, cost, and tech- 
nical information ordinarly available in connection with capital projects, such 
as a factory, a road, a dam, ete. Since the DLF finances a wide range of ac- 
tivities, from small projects limited in scope to broad programs, the nature 
of its review must be adaptable to a wide variety of circumstances. In the case 
of a factory, plant designs and detailed cost estimates are normally required, 
among other things. In the case of a project to import steel for fabrication 
into railway cars, evaluation of the recipient country’s overall development 
program and its railway development program as a whole would constitute the 
appropriate type of review. _We believe that our review has been appropriately 
adapted to the requirements in each case. 

5. We believe that the loan to Israel referred to in the draft report represents 
the obligation of funds for specific uses which were appropriately evaluated 
to determine whether they would make a sound and effective contribution to 
the economic growth of Israel. 

The loan will finance the importation of capital equipment for five selected 
economic sectors. These items are of the type which will increase Israel’s pro- 
ductive capacity and contribute thereby to its long-range economic development. 
The classes of items to be financed were arrived at after a protracted process 
of negotiation. The original application of the Government of Israel was re- 
placed in the course of the negotiation with a completely revised proposal after 
it became apparent that the DLF purposes and authority would not permit 
financing of the original proposal. The DLE was unwilling to finance the local 
costs of development activities, as proposed in the first application, particularly 
in a way which would have added to Israel’s foreign exchange reserves and 
created the possibility that such reserves might be used for purposes other than 
economic development. The actual loan agreements also excludes financing 
for several classes of items in the nature of maintenance and operating supplies 
rather than equipment, which were found to be ineligible in the second appli- 
cation. 

It should also be noted, in connection with the statement at the end of the first 
paragraph on page 23, that the loan agreement authorized financing of only those 
purchase orders made on or after the date on which the loan commitment, in 
the form of a letter of advice, was issued, except as may be authorized by the 
Managing Director. Finally, the DLF informed Israel that this loan, while 
consistent with its authority, was not the most desirable method of proceeding 
and was justified only by the transition, marked by this loan, from grant to loan 
assistance and away from advance annual country allocations of developmental 
aid. The Government of Israel was also informed that consideration would be 
given only to project proposals in the future. Dealings have since proceeded 
on this basis, 

6. The loans to India mentioned in the draft report also reflect a protracted 
process of negotiation and evaluation. For some years, various agencies of the 
U.S. Government and the International Bank for Reconstruction and Develop- 
ment have undertaken a fairly continuous review of the progress and contents 
of that nation’s second 5-year plan. Thus, when the Government of India pre- 
sented to the DLF in November 1957 a proposal detailing a lengthy list of 
projects, the U.S. Government was able to rely on a substantial stock of knowl- 
edge concerning the elements of the second plan. On the basis fo this knowledge, 
and the applications on hand, the DLF tentatively selected for financing specific 
programs totalling about $83 million. On the basis of governmentwide discus- 
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sions, it was later agreed that the requirements of the Indian plan Called ¢, 
the provision of $225 million from U.S. sources, $150 million from the Export, 
Import Bank and $75 million from the DLF. Accordingly, the DLF plang Wer 
revised downward and further discussions were held with the Export-Im . 
Bank to establish a coordinated approach to the project composition of each 
institution’s loans. 

Then, joint discussions were held in Washington with a team of Indian experts, 
Since the Government of India was then in the process of scaling down the entire 
second plan, the discussions served to eliminate many low-priority projects from 
consideration and to focus consideration on projects in the “core” of the plan, 
On the basis of these lengthy discussions agreement was reached on the Specific 
projects which would receive DLF financing and those which would be financed 
by the Export-Import Bank. Later, a team of Ex-Im and DLF experts visita 
India to examine further the detailed uses to which the planned financing would 
be put. 


The bulk of the loans ($65 million out of $75 million) were in support g | 


India’s railway and road transport programs. In evaluating the trangpor 
proposals, the DLF was able to rely on extensive studies of India’s transport 
problems and needs undertaken by the IBRD. It gave considerable weight to 
the IBRD conclusion that India’s transportation constituted the nation’s highey 
developmental priority. In evaluating the requirements for India’s cement and 
jute industries, for which a total of $10 million was loaned, the DLF was ab). 
to rely on the substantial analysis completed by the ICA in connection with jt 
earlier assistance to these industries. 

All items financed under the two Indian agreements will be used for capita 
equipment which will contribute to India’s productive capacities and, thereby 
to its long-range economic development. - 


Cc. OBSTACLES TO CREATION OF A SELF-SUSTAINING FUND 


The draft report asserts that it was originally anticipated that the DLF woul 
become a self-sustaining fund, but that it now appears that this expectation wil 
be disappointed (pp. 5, 26-7). The report bases this observation on the fact that 
DLF loan agreements “contain the specific restriction that foreign currenc 
repayments received by the DLF shall not be used to finance exports from the 
borrowing country unless the latter has agreed in advance to such use.” 

The executive branch made clear to the Congress that it was a purpose of the 
DLF to supplement and not to compete with existing sources of financing. For 
many countries and activities, it was explained, conventional financing is unavail- 
able in sufficient amounts because of an inability, among other reasons, to service 
debt in hard currencies. Therefore, it was indicated that the bulk of DLF loans 
would be repayable in local currencies. 

It was further indicated that the DLF would use such currencies to finance 
local U.S. uses and relending in the borrowing countries and would buy resources 
for removal from the borrowing countries only when development has progressed 
to the point where such removal is possible. To withdraw resources prematurely 
would not only impede the development of these countries, but it would als 
postpone the time when they could resort increasingly to conventional hard cur 
rency financing sources. As Secretary Dulles said in 1958 (House appropri 
tions hearings, p. 132), it is a purpose of the DLF to enable the less develope 
countries as rapidly as possible to advance to the point where they can obtain 
sufficient credit from these conventional sources. 

Furthermore, on several occasions in 1958, Secretary Dillon made clear to 
the congressional committee considering the establishment of the DLF that 
agreement would be required to use “soft” foreign currencies for the withdrawal 
of resources from a country. For example, in hearings before the House Appr 
priations Committee in that year, on pages 827 and 828 of the printed record, 
he said, “* * * in local currency loans, if they are going to be made, we do foresee 
that we would not use those funds for foreign exchange purposes without the 
consent, or the agreement of the country concerned.” The same point was mate 
on page 167 of the Senate Appropriations Committee hearings and on page 
616-617 of the Senate Foreign Relations Committee hearings. It is clear that, 
without assurance of such agreement, DLF loans would be tantamount to, até 
would appear to existing financing institutions as, “hard” loans, potentially 
impairing thereby a country’s capacity at some later date to obtain financitg 
from such institutions as Eximbank and IBRD. 
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D ORGANIZATIONAL ARRANGEMENTS SHOULD BE FORMALLY APPROVED 


We are in agreement with the recommendation. You will be interested to 
know that such action has already been taken with regard to one major segment 
f the DLF. A statement of functions for the office of the Deputy Managing 
Director for Finance and Development was issued on April 7, 1959, by the 
Managing Director. 


E. LENDING POLICIES AND GUIDELINES SHOULD BE OFFICIALLY ESTABLISHED 


The report recommends that basic lending criteria and policies be fixed by 
the Board of Directors, that these and other guidelines deemed of official impor- 
tance for Board consideration be decided by majority vote as required by law, 
and all such proceedings be recorded in official minutes of Board meetings. The 
report finds that guidelines contained in a pamphlet issued by the DLF which 
amplified statutory criteria for loan consideration have not been officially 
adopted by the Board of Directors ; and that other standards and criteria have 
peen applied by DLF staff in the case of specific countries and projects. 

Prior to the formal establishment of the Development Loan Fund an inter- 
agency committee spent considerable time in an effort to state those particular 
policies and criteria which should apply to DLF lending. At length, it be 
came evident that few policies could be stated, in the absence of operative ex- 
perience, other than those already specified in the enabling legislation. When 
the original DLF Loan Committee began operations, it concluded that policies 
could best be established on a case-by-case basis, by means of decisions on 
individual loan proposals. Since that time, the Loan Committee and its cor- 
porate successor, the Board of Directors, have outlined emerging policy largely 
through their rejection, approval, modification, and discussion of individual loan 
proposals. On occasion the Board (or Loan Committee, prior to fiscal year 
1959) has felt that approval of a policy statement was warranted. For ex- 
ample, there is recorded in the minutes a decision to approve no loans for 
additional production of a commodity that is already, on a worldwide basis, in 
surplus supply. Another decision indicates the level of equity participation 
required of private borrowers. 

As further experience is gained, it will be possible to further codify those 
emerging policies which have a continuing applicability. Under these cir- 
cumstances, you may be assured that the DLF will continue to reflect such 
guidelines as a part of its official proceedings. 

In the case of the DLF pamphlet, the Board of Directors has given endorse- 


ment and approval. Each member reviewed and approved the draft prior 
to its issuance. 


F. LOAN TERMS NOT CONSISTENT WITH GOOD FINANCIAL PRACTICE 


1. The draft report contends that loan funds advanced under the revolving 
fund technique result in additional interest costs to the U.S. Treasury. Ac- 
tually, since interest due DLF begins to accrue from the time DLF disburses 
under a loan, regardless of the technique employed in disbursing funds, there is 
no loss of interest merely because funds may be disbursed earlier under the 
“advance” than the “letter of commitment” technique. 

In connection with this finding, two observations seem appropriate: First, 
the sooner disbursement is made under a loan, the earlier interest repayments 
begin. Thus, while the cost of money to the U.S. Government is accelerated 
by the revolving fund technique, so is repayment. Second, against the cost of 
money to the United States one should offset the interest earnings which begin 
to accrue against the loan when money is advanced. The cost of money to 
the United States was between 314 and 4 percent at the time the loan was con- 
eluded, and interest on the subject loan was at the rate of 5 percent. 

2. The report also criticizes the extension of a railroad loan to India at a 
34%-percent interest rate, on the ground that this rate does not appear consistent 
with the standard interest rate formula. I think you will agree that althoug 
this railway system earns revenue, railroads as such are basic economic infra- 
structure for any country and can therefore also be considered activities of an 
overhead” nature. Recognizing that railroads do not fall neatly either into 
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the “overhead” or “profitmaking” categories, the DLF staff sought an inte 
pretation from the body which had established the basic formula, the DLP 
Board of Directors. The Board ruled that railroads were intended to receiy 
loans at the rate applicable to overhead activities. Thus, the Indig railway 
loan did not constitute an exception. The authority which establisheg the 
basic inerest rate formula, indicated its intent in this railway loan determing. 
tion. I should also note that the NAC, which had a part in establishing the 
basic interest rate policy, offered no objection to this particular interpretation 

3. The report is also fearful that, because one of the earlier DLF Joang jp. 
volved the use of its dollar capital to finance local costs, the technique might 
become an accepted practice. It should be noted that the Congress was clearly 
advised at the outset that the DLF would in some cases use its dollar funds to 
finance the local costs of development, although the bulk of such funds would 
meet foreign exchange needs. It has also become apparent, in some cases, that 
this was an appropriate form of support for certain operations of the IBRD 

Nevertheless, the vast majority of the DLF loans approved through Apri] 30, 
1959, will finance foreign exchange costs alone. , 

The report also says that the Congress was informed that the DLF, if catieg 
upon to finance local currency costs, would do so by financing commodity im. 
ports for resale. Actually, as we read the record, it indicates that this methog 
was cited as one way of meeting local costs. There was no indication that the 
commodity import technique would be the only one employed. In the Hop. 
duran case, it was concluded that no economic purpose would be served by 
insisting on local currency generation through the financing of imports, sine 
the lempira is fully convertible and Honduras has no restrictions on imports 
and exports. Moreover, to have established the import controls needed to 
generate local currency by this means would have had the undesirable effect of 
introducing controls where none now exist. 


G. IMPROPER EARMARKING OF LOAN FUNDS PRIOR TO RECEIPT AND EVALUATION 
OF APPLICATIONS 


The draft report has reference to the earmarking of funds for projects in 
Lebanon. The facts are these: 

Late in 1957, the Government of Lebanon was informed that the U.S. Gover 
ment was not contemplating extension of further grant development assistance 
to Lebanon in fiscal year 1958. At that time the attention of the Government 
of Lebanon was called to the availability of development loan financing for 
specific development projects. A series of discussions followed which gener. 
ally highlighted the political unrest in the area and the urgent needs of Lebanon. 

On April 9, the Government of Lebanon presented to the U.S. Government a 
request for assistance in financing a list of 10 development projects for which 
they hoped to obtain $15 million from the DLF. 

The Secretary of State, in a dispatch of April 24, 1958, directed our Am- 
bassador in Beirut to inform the Goverment of Lebanon that the Government 
of the United States was prepared to give sympathetic consideration to loans 
from the Development Loan Fund, in amounts up to $12 million, to assist the 
Government of Lebanon in financing some of the projects mentioned. The 
Secretary’s message further stated that project sponsors filing applications 
would have to meet DLF criteria to obtain loans. It was at this time thata 
political crisis was developing in Lebanon. 

The Loan Committee was requested accordingly to earmark $12 million to 
Lebanon for project loans meeting DLF criteria, with the understanding that 
the Committee, in 90 days, would again review the situation in the light of 


interim developments and confirm or modify its action. This recommendation | 


was approved by the DLF Board of Directors on June 80, 1958. 

Thus, the facts reveal that the DLF in this instance acted in response to the 
foreign policy guidance of the Secretary of State, to which it is subject by 
statute: that the transaction marked a transition from an earlier annual allo 
cation form of grant assistance; and that the conditions attached to the com 
mitment vested in the DLF the authority to make funds available only for 
projects that meet its normal criteria. 
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[Attachment II] 


CoMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FuND, on “SyNopsIS 
or FUNCTIONS AND OPERATIONS”; Drarr GAO Aupit REporT 


1. Page 12: The first paragraph indicates that the present Board of Directors 
is composed of the three officials which formerly comprised the Loan Committee. 
Actually, the Deputy Under Secretary of State for Economic Affairs was a mem- 
per of the Loan Committee. The Under Secretary of State for Economic Affairs 
js now a member of the Board. — ; ; ; 

9, Page 14: In connection with the discussion of functions of loan operations, 
we should like to note that our review of loan applications includes more than 
«¢ * * the international and economic conditions of foreign government appli- 
cants.” Our loan officers are responsible for analyses of applications from foreign 
private businesses as well as foreign governments. Such analyses also include 
the borrower's financial condition and ability to repay, the potential profit- 
earning capability of the project, and the availability of other sources of financing, 
Review by the technical department includes analyses of cost estimates, technical 
feasibility, availability of raw materials, construction plans, management capa- 
pility, operating costs, and plant and equipment utilization. Loan implementation 
functions, which are no longer embodied in a separate unit, but are merged with 
other responsibilities of DLF loan officers and engineers, include development 
of methods for loan administration, arranging for reporting on compliance with 
the loan agreement, the physical progress of the project, and the current financial 
condition of the borrower ; approval of borrower disbursement plans; and mainte- 
nance of contact with the borrower during construction and repayment phases to 
assure effective completion of the work. 

3. Page 15: It is stated in the second paragraph that proposed increases in 
DLF staff for fiscal year 1960 result from the larger volume of loan applications. 
The primary reason for additional staff requirements is rather, the increased 
workload of loan implementation activities. 


NOVEMBER 20, 1959. 
Hon. JoserH CAMPBELL, 
Comptroller General of the United States. 


Deak Mr. CAMPBELL: Thank you for forwarding copies of your report to the 
Congress on the General Accounting Office’s audit of the Development Loan Fund 
for fiscal year 1958. 

The report has been reviewed and our comments on the findings and recom- 
mendations are enclosed. These comments supplement the comments on the draft 
report forwarded to Mr. Staples on June 4, by Mr. Dempster McIntosh, then 
managing director. Mr. McIntosh’s comments are for the most part still 
relevant. 

I should like to extend my appreciation for the thoughtful and competent man- 
ner in which your staff performed the audit of the Development Loan Fund. I 
am sure that the mutual cooperation shown during the first audit will continue 
to exist through future contracts between our staffs. 

Sincerely yours, 


VANCE BRAND, Managing Director. 


COMMENTS BY THE MANAGING DrReEcTOR, DEVELOPMENT LOAN FUND, ON 
“FINDINGS AND RECOMMENDATIONS’—REPORT TO THE CONGRESS BY THE 
COMPTROLLER GENERAL OF THE UNITED STATES ON THE AUDIT OF THE 
DEVELOPMENT LOAN Funp, Fiscat YEAR 1958 


1, “Recommendation.—We recommend that the responsible agencies, and par- 
ticularly the Department of State, the DLF, ICA and the Export-Import Bank, 
study the existing organizational and functional arrangements with a view of 
simplifying such arrangements and eliminating such inconsistencies.” 

The arrangements refered to are those having to do with administration of 
dollar loans under the mutual security program by DLF and ICA and local 
currency loans under sections 104(g) and 104(e) of Public Law 480, by DLF, 
ICA, and the Export-Import Bank. 
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Although reference is made in the report to complexities and inconsis 


; : al : ; : tencies 
it does not cite specific situations in this regard. It would appear rather o- 


diversity has been taken for inconsistency. While there is a certain external 
attractiveness to this recommendation and to others which deplore the prolif 
eration of landing and grant assistance activities and agencies, the important 
question is whether detrimental complexities and inconsistencies have in fact 
resulted. To date, I think they have not. : 

The report’s reference to dollar lending by the DLF and ICA under the mutual 
security program appears to bear on what is really not a significant problem 
The purposes and types of lending involved do not conflict; furthermore the 
level of ICA lending is falling. In fiscal year 1958 it was about $100 million 
I understand that approximately $63.5 million was loaned in fiscal year 1959 
in certain special and unique situations. Forty million dollars of that total 
went to Morocco for budgetary support and additional amounts were provided 
to Poland and Iceland, countries in which the DLF does not operate. 

With regard to lending of local currencies under sections 104(g) and 104(e) 
of Public Law 480, lending activities of ICA, DLF, and the Export-Import Bank 
have been effectively coordinated, through consultation between the agencies 
and through the medium of the DLF Board of Directors and the National Aq. 
visory Council of International Monetary Affairs and Financial Problems 
(NAC). With respect to 104(g), Executive Order 10560 as amended, giyes 
DLF access to administration of loans from this source. The Board of Direc. 
tors recently authorized the loan of such funds in conjunction with a dollar loan 
in Peru. It may authorize additional loans utilizing 104(g) funds in the future. 
The consultation mechanisms will assure that such loans will not be for the 
Same purposes, nor for the same projects as 104(g) loans by ICA. ICA, for 
example, can support social overhead projects such as in education and health, 
while DLF has not done so. 

With respect to “Cooley” funds under section 104(e), I can see no reason to 
merge the administration of these loans with other Public Loan 480 or other 
local currency resources. Coordination with the Export-Import Bank on these 
matters has been and I am sure will remain satisfactory. 

I think, therefore, that the techniques developed by the executive branch to 
assure that inconsistencies do not occur have been successful. This has been 
accomplished without creating obstacles in the way of agencies carrying out 
their responsibilities. 

2. “Recommendation.—We recommend that future annual program presenta- 
tions to the Congress clearly disclose the amount and nature of aid requested for 
each individual country and for principal projects, including assistance activi- 
ties of both ICA and DLF.” 

Elsewhere, the report also states, “We believe that presentation of a separate 
volume on DLF activities, which admittedly is useful and desirable, does not 
preclude the presentation of more complete information in the individual country 
volume.” 

I agree generally with this recommendation as it relates to loans already 
made. Steps have been taken to assure that the regional congressional pre 
sentation volumes for fiscal year 1961 contain information on DLF lending actiy- 
ity in each country. This will be done to the maximum degree consistent with 
the avoidance of excessive duplication. However the separate volume on the 
DLF will still be the source of detailed information on loan projects and pro- 
grams. We cannot of course, predict the volume of loans during the coming 
year and therefore could not provide a country and project breakdown for the 
funds requested. 

3. “Recommendation.—We recommend that in accordance with the representa- 
tion made by the executive branch, future loans be related to specific economic 
development activities which can be carefully examined and evaluated as to 
their economic and technical soundness prior to the signing of loan agreements.” 

I do not disagree with the general emphasis of this recommendation although 
I do feel that it should be recognized that the type of examination and eval 
ation must be appropriate to the particular circumstances. As my predecessor 
said in his comment to the GAO on its draft report, it “suggests that the audi- 
tors were looking in each case for the detailed type of engineering, costs and 
technical information ordinarily available in connection with capital projects 
such as a factory, road, dam, ete. Since the DLF finances a wide range of acti¥- 
ity from small projects limited in scope to broad programs, the nature of its 
review must be adaptable to a wide variety of circumstances. In the case of 
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a factory or plant, designs and cost estimates are normally required. In the 
case of a project for financing steel for railroad cars the evaluation of a recipi- 
ent country’s overall development program and its railway program as a whole, 
would constitute the appropriate type of review.” 

It should be perfectly clear though that loans by the DLF to support economic 
development programs which might embrace broad sectors of the economy are 
perfectly legitimate. The executive branch indicated to the Congress its in- 
tention to consider loans for broad programs as early as the hearings before 
the Senate Foreign Relations Committee on the Mutual Security Act of 1957. 
The legality of such loans was endorsed by the General Counsel of the General 
Accounting Office in his memorandum of June 16, 1959. 

While DLF’s loans have been primarily on a specific project basis, it does not 
feel constrained from considering proposals for broad programs and approving 
such loans when this form best serves the purposes of the mutual security 
program. The record to date shows that the overwhelming majority of loan 
commitments have been for specific projects. 

4. “Recommendation.—To assure the intended understanding of the organ- 
jzational arrangements in DLF and their orderly functioning and in the interest 
of effective internal control, we recommend that the Managing Director issue 
written orders covering the establishment of all organizational units and setting 
forth assignments of responsibility and authority, even though these arrange- 
ments may be subject to revision.” 

We concur in this recommendation. Functional statements have now been 
prepared for the Office of Finance and Development, the Office of the General 
Counsel and for the Office of the Secretary. Statements for the remaining 
organizational units are scheduled for issuance in the near future. 

5, “Recommendation.—We recommend that the Board of Directors formally 
approve and record in the official minutes of its meetings all basic lending 
policies and guidelines which currently govern and are intended to govern in 
the future, the operations of the DLF.”’ 

This recommendation and the observations contained in the same section of 
the audit report appear to suggest that the DLF Board of Directors formally 
record considerably more policy statements and guidelines than it has considered 
feasible in the past. 

The basic statement of DLF policy is contained in a brochure, which describes 
policies and criteria in brief but comprehensive terms. This brochure is dis- 
tributed throughout the world to interested applicants. In the near future, 
when the brochure is next revised, I intend to submit my recommended revisions 
to the Board for approval, as was done by the Managing Director in the case 
of the first issuance. In this case, I intend to propose that its approval be 
formally recorded in the minutes. 

The question of the formal establishment and recording of the DLF policies 
has been the subject of discussion from the beginning of DLF. When the 
original DLF Loan Committee began operations, it concluded that policies, other 
than those already specified in the enabling legislation, could best be established 
on a case-by-case basis, by means of decisions on individual loan proposals. 
Since that time, the Loan Commitee and its corporate successor, the Board of 
Directors, have outlined emerging policy largely through their rejection, ap- 
proval, modification, and discussion of individual loan proposals. As the report 
indicates, there have been several instances where the general and continuing 
applicability of a policy decision was such that the Board has felt that approval 
of a policy statement was warranted. 

The passage of almost 2 years of lending operations has demonstrated, 
however, that the possibilities of codifying policies are extremely limited since 
practically every case that the Board has confronted involves unique problems 
whose policy implications are not necessarily of general consequence. An 
analysis of Board decisions by a DLF staff member, now in the process of 
completion, indicates that there are few possibilities of further codification at 
the present time. The DLF therefore will continue to establish policy formally 
only when it is clear that a general statement can reasonably be made. 

6. “Recommendation.—_We recommend that DLF review and clarify its policy 
of setting interest rates.” 

The report also comments: “While we do not question the authority of DLF 
to establish criteria for setting interest rates on its loans as its management 
deems appropriate, we submit that the distinction between the two categories 
overhead’ and ‘revenue-producing’ activities may not be an adequate basis for 
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the establishment of such rates.” The GAO’s specifie concern was with the 
fact that a loan for India’s railways, which is a revenue-producing operation, 
was accorded an ‘overhead’ interest rate. 

An explanation of the DLF action in the India railway loans was includeq in 
the DLF comments of June 4, 1959, on the GAO draft report. In this cage it 
was recognized that although the railway system earns revenue, railroads ag 
such are basic economic infrastructure and therefore can also be considereg 
activities of an “overhead” nature. Railroads do not fall neatly into either 
eategory. The Board of Directors in the India case ruled that railroads Were 
intended to receive loans at the rate applicable to overhead activities, 

Although the two categories for which interest rates are set are not mutually 
exclusive, no other set of categories have been found to be more satisfactory for 
our purposes. We are, however, continuing to review interest rate and loan 
term determination. 

It should also be noted that the National Advisory Council on Internationa] 
Monetary and Financial Problems (EAC) has a part in establishing interest 
rate policies and has concurred in the present operating policies. 

7. The report also commented on the techniques of local currency lending 
employed by the DLF. It states that the Congress was informed that the DLP 
if called upon to finance local costs, would do so by financing imports for resale 
Actually, as we read the record, it indicates that this method was cited as 
one way of meeting local costs. There was no indication that the commodity 
import technique would be the only one employed. 

8. The report also commented on the commitment made for development 
projects in Lebanon. It concluded that, “DLF funds should not be allocated 
and committed except on the basis of loan applications which have been properly 
screened and approved.” The report argues “that the legislative history recog. 
nizes the undesirable consequences of advance allocations of assistance funds 
with attending political pressures on the U.S. Government to fulfill commit 
ments without adequate regard to economic and technical soundness.” 

Two comments seem appropriate with regard to these observations, both of 
which were made by the Under Secretary of State in testimony before the 
Appropriations Committees on June 15 and August 19, 1959. First, there have 
been and no doubt will continue to be situations where the Secretary of State 
in exercising his legislative mandate to providing foreign policy guidance to the 
Development Loan Fund, will find it in the interest of the United States to 
indicate that a certain amount of funds will be forthcoming for loans toa 
country from resources of the DLF. Second, the commitment to Lebanon was 
contingent upon the submission, evaluation, and approval by DLF of specific 
projects. It was not, therefore, an annual level of aid but was for the financing 
of such sound projects as might be developed without regard to any specific 
period of time. 


FEBRUARY 2, 1960, 
Mr. GEORGE H. STAPLES, 
Associate Director, Civil Accounting and Auditing Division, 
U.S. General Accounting Office, Washington, D.C. 

Dear Mr. Staptes: The Development Loan Fund has reviewed the draft of 
the General Accounting Office report on the fiscal year 1959 operations of our 
ageucy. Our comments on the principal sections of the draft report are con 
tained in “he attachments to this letter. They are submitted in the interest of 
assisting you in the preparation of a final report for submission to the Congress. 
We are also wttaching (attachment E) unclassified background information on 
the Iranian lozwnu for inclusion in the report. 

We are concerned that an audit based on a small sampling comprised prin- 
cipally of progrem loans and commitments will give an inaccurate impression 
of our total operations. We have addressed ourselves to this matter in our ¢com- 
ments on the draft report’s “Findings and Recommendations” (attachment A). 
We suggest particularly that the final report reflect the unusual nature of most 
of the examples cited and appropriately recognize that problems engendered 
principally by 7 special situation loans are not meant to be illustrative of all 
the 63 loans concluded in the audit period. 

We have endeavored, in preparing these comments, to display the same frank 
ness and spirit of cooperation which has characterized the relationships pre 
vailing between the two agencies during the time your staff was undertaking 
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udit. We deeply appreciate the fine manner in which your officers con- 
ee ee themselves; it has been a pleasure to work with them. We believe the 
pesrnih of their work displays a good grasp of our complex operations. 
’ Sincerely yours, . : 

VANCE Branp, Managing Director. 


{Attachment A] 


19MMENTS BY THE MANAGING Drrecror, DEVELOPMENT LOAN FUND ON “FINDINGS 
v AND RECOMMENDATIONS” Drarr GAO Report ror FiscaL Year 1959 
a 


INTRODUCTION 


The findings and recommendations of the draft report “raise the question 
whether the concepts and administrative practices followed by DLF in making 
certain loans conform to those contemplated at the time the Fund was created, 
and with sound management standards. ; rhe report itself recognizes that 
“definite Judgment on the agency's determinations in these matters is compli- 
eated by the difficulty of reconciling certain broad provisions of the authorizing 
statute with the more delineated, but in some respects not conclusive, considera- 
tions which are part of the legislative history of the creation of DLY” (p. 2). 

Although it is stated that the findings “relate only to a limited number of 
loans * * *” the report nevertheless implies that they apply generally to all 
DLF loans made in fiscal year 1959. Principal references are to 1 loan to Iran, 
1 to Argentina, and 5 loans to India, or a total of ¢ out of the 63 loan and 
guarantee agreements concluded during the review period. While the scope of 
any audit must be limited to selected loan agreements, the relatively small size 
of the sample (comprising about 11 percent of the loan agreements signed and 
about 30 percent of the value of all loan commitments in that period) should be 
clearly indicated in the introductory part of the report. Such a citation would 
make explicit the basis of the findings and recommendations and clarify the 
extent of their applicability. 

The specific loans cited, while not departing from the policies and procedures 
envisaged in the statute and related legislative history, did involve situations 
and considerations not generally present in the other loans concluded in the 
last fiscal year. Therefore, the introduction of this note of balance is par- 
ticularly warranted and would in no way detract from the substance of the 
findings and recommendations of the report which are discussed individually 
below. 

FINDINGS AND RECOMMENDATIONS 


A. Loans pursuant to commitments to support an annual level of aid 

The report finds that “several loans approved in fiscal year 1959 appear to 
have originated from advance commitments to support an annual level of aid 
for the borrowing country” and calls attention to seven loans “as being dif- 
ferent from the regular methods under which, we understand, DLF was to oper- 
ate, namely to commit loan funds only after careful study of proposed develop- 
ment activities and after determining their technical and financial soundness” 
(p.16). While acknowledging the broad powers conferred upon DLF, the report 
concludes that it is “appropriate to recognize that DLF was intended to operate 
differently from ICA and its precedessor agengies” (pp. 19a—20). 

This particular finding is predicated principally upon an audit of one loan for 
$47.5 million to Iran, one loan of $24.75 million to Argentina, and five loans 
totaling $100 million to India. Mention is also made of commitments to the 
Philippines and Turkey. There appear to be two aspects to the finding: one is 
that the DLF seeks to satisfy annual aid requirements; the other is that the 
DLF makes advance commitments. 

The loans in question did result from an advance commitment. We do not 
agree, however, that such commitments were made to support an annual level 
of aid for the borrowing country. We have consistently avoided advance annual 
aid allocations or prescriptions of levels of aid. In fact no commitments have 
been made by the DLF which involve the pledge of a certain amount of funds 
on an annual basis, a procedure which is characteristic generally of the mutual 
security programs carried out by the International Cooperation Administration. 

In the loans to Iran and Argentina we hoped to expend the commitments 
during a fiscal or calendar year. Neither of these commitments envisaged con- 
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tinuing allocations of funds on an annual (or other) basis but were limiteg 
to providing resources to meet projects or programs being undertaken by the 
recipients within such a period. The intent of expenditures within an gy 
period of time under these circumstances should not be equated with an annual 
aid level. As finally implemented, moreover, the expenditures on the commit. 
ments extended beyond a year, because of delays involved in meeting DLP 
requirements. 7 

In the case of Iran, internal financial difficulties led to a transfer of resources 
earmarked for development purposes to ordinary budget pursuits. For reasons 
of foreign policy the United States deemed it essential to assist Iran and judgeg 
the best way was to commit DLF resources to finance projects being undertaken 
in the fiscal year ending March 20, 1959, and thereby continue the Iranian 
development program. In the case of Argentina, foreign policy and other Con- 
siderations led the United States to participate in a joint operation, involving 
United States and international institutions, which comprised an overall] pro- 
gram to assist in ameliorating the balance of payments problem impeding the 
eurrent (1959) operation and development of the Argentine economy. The 
DLF advance commitment was only a part of that package and related essentially 
to financing equipment for projects in power, transport and heavy industry 
being undertaken in calendar year 1959. The equipment financed met the 
criteria envisaged for the use of DLF resources even though that use entaileg 
expenditures in a specific period. Before the Iranian and Argentine agreements 
were signed, the activities to be financed were known and examined and dis. 
bursement made only upon submision of appropriate documentation. Under 
these circumstances, therefore, it is inappropriate to construe these commitments 
as being programs in support of annual aid levels. 

The report notes that the commitment for Iran was increased from $40 million 
to $47.5 million “when it became apparent that the previously chosen activities 
would not support the expenditure level requested by Iran.” This increase 
resulted from DLF insistence on undertaking only projects which it could finance 
substantially to completion. Such _ self-contained projects required funds 
greater than the initial commitment and necessitated increasing that figure by 
$7.5 million if the initially anticipated expenditure level was to be reached, 
Each project financed under this commitment was selected with a view to afford. 
ing DLF control as to its engineering and economic soundness. Furthermore, 
DLF has not generally disbursed funds until assured of such feasibility and 
soundness. In fact, it was the delay in receipt of technical information which 
necessitated extending expenditures beyond the period initially contemplated. 

The question of advance commitments was also mentioned in the General 
Accounting Office’s audit for fiscal year 1958. At that time we stated that “there 
have been and no doubt will continue to be situations where the Secretary of 
State in exercising his legislative mandate to providing foreign policy guidance 
to the Development Loan Fund, will find it in the interest of the United States 
to indicate that a certain amount of funds will be forthcoming for loans toa 
country from resources of the DLF.” This position was clearly set forth by 
the Under Secretary of State in testimony before the Appropriations Commit- 
tees of the Congress on June 15 and August 19, 1959. 

Commitments, as in the case of Iran and the Philippines, may involve only an 
agency or agencies of the U.S. Government. In many instances, however, such 
as in the loans to Argentina, India, and Turkey, they may be part of a joint opera- 
tion involving U.S. public and private agencies (DLF, Eximbank, and private 
banks), international lending institutions (IBRD or IMF) and other countries 
(such as the United Kingdom, Germany, and others, in the case of India and 
Turkey). Advance commitments generally, of course, are employed in only a 
few situations and under special and compelling circumstances. The major- 
ity of the individual loans we undertake are for specific projects. The audit 
report has concentrated on the permitted exception to the general rule. This 
again underscores the desirability of clarifying the extent of the applicability 
of the audit’s findings. 


annual 


B. Loans for broad import programs 


The report finds that the $100 million of loans approved for India in fiscal 
year 1959 appear to be for the principal purpose of furnishing foreign exchange 
for import programs rather than for specific activities which can be properly 
evaluated (p. 20). Particular reference is made to the $15 million loan for capi 
tal equipment for development in the private sector of the Indian economy for 
which “no detailed list was furnished as to the types of equipment required and 
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individual industries requesting their importation” (p. 21). The report on this 
finding concludes by expressing the belief, “based on our study of the legislative 
history of DLF, * * * that the financing of broad sections of the economy was 
to be the exception rather than the rule” and that such situations “should be 
fully explained in the annual program presentations to the responsible con- 
gressional committees” (pp. 22, 23). : ca 

This finding is similar to one in the audit report for fiscal year 1958. Then 
it was recommended that future loans be related to specific economic development 
activities which can be carefully examined and evaluated as to their economic 
and techni eal soundness prior to the signing of loan agreements. Then, as now, 
a principal illustration is a loan to India. : ‘ ’ j ; 

The DLF comments made on last year’s finding on this point are still valid. 
The legislative history on the undertaking of programs as well as projects is 
clearly established. Utilization of this approach has been documented in the indi- 
yidual loan descriptions contained in the DLE congressional presentation docu- 
ment for fiscal year 1960. The past record of our operations, however, clearly 
reflects a preference for projects in contrast to programs; the majority of our 
joans are for specific projects. — ’ viv. 

The $15 million loan for equipment for the private sector in India, cited as an 
example of both a “program and a loan not supported by specific development 
plans or by adequate data for effective evaluation of loan proposals, involves two 
jmportant elements of DLF operations. — First, one of the principal purposes 
of the DLF, as indicated in its statute, is “to strengthen friendly countries by 
encouraging the development of their economies through a competitive free 
enterprise system.” The private sector in India has an important role to play 
in India’s development. Mounting foreign exchange difficulties in India have 
threatened to curtail drastically private industry’s contribution to overall de- 
velopment. Particularly necessary are foreign exchange resources for modern- 
izing and expanding industries engaged in manufacturing metallurgical and 
mineral products, chemicals, cement, machinery, textiles, sugar, paper, and 
paperboard, and mechanical and electrical engineering. These are priority in- 
dustries whose plans are endorsed by the Indian Government. Under ordinary 
circumstances, the DLF might prefer to concentrate its funds on the establish- 
ment of new plants in one or two of these categories. However, this would 
dearly not be an economic use of resources when existing plants, efficiently 
operated, and provided with resources to obtain needed equipment, could make a 
contribution to the growth of the economy equivalent to that of a new plant or 
plants. Therefore, DLF responded to the Indian request to assist the prevailing 
enterprises and strengthened them, and the private enterprise system, by provid- 
ing resources for a variety of essential capital equipment. 

Finally, review and evaluation of loan proposals varies from project-to- 
project and program-to-program. On projects, such as a specific plant or road 
installation detailed design and cost estimates are normally required. A re- 
view and evaluation of a broad program for assisting the modernization and ex- 
pansion of industries in the private sector entails an examination of the overall 
development program of the borrowing economy in the light of the criteria gov- 
erning DLF loans. Such a review and evaluation satisfied the DLF that the 
loan in question met its essential criteria. 

The question of the use of “the loan proceeds principally to finance equipment 
orders already placed” (p 21) will be discussed under a subsequent finding. 


C. Loan funds obligated without adequate planning or evaluation 


The report finds that some loans did not receive adequate planning and tech- 
nical and financial evaluation prior to the obligation of loan funds (pp. 22, 23). 
Specific loans cited for this finding are those for Argentina, India, and particu- 
larly Iran, and the loan for a Sudan textile mill. The report’s conclusion on 
this finding is “that it is incumbent upon DLF to be concerned in all cases with 
the soundness of proposed loans, and use all possible and reasonable care in the 
review and evaluation of loan proposals” (p. 27). 

We agree with and believe our general record supports the conclusion on this 
finding. The examples on which the finding is based constitute exceptional cases 
and were undertaken before we were adequately staffed or had sufficient ex- 
perience. Nevertheless, even on these loans, the DLF protected itself by under- 
taking, following its review before commitment, a detailed economic and tech- 
nical review and evaluation of the proposals after obligation but prior to dis- 
bursement of funds. 
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Today, we have a more adequate staff which permits review and evaluati 
prior to obligation of funds. Furthermore, section 517 of the Mutual Secunie 
Act provides an additional statutory directive on the review and evaluation of 
proposals prior to obligations of resources. Past DLF practice was generally j 
accord with the type of review and evaluation envisaged in this directs 
Nevertheless the report may wish to make clear that the loans in question w . 
undertaken before the enactment of section 517 and that obligation of funk 
prior to completion of engineering and financial planning and receipt of firm os 
estimates was entirely appropriate in the audit period. k 

Even today, however, procedures for determining the economic soundness and 
technical feasibility of a loan proposal prior to obligation will vary from loan 
to loan. Each loan involves circumstances peculiar to only it. Therefore it 
is not generally feasible to establish an overall standard of adequacy in terms of 
fixed requirements applicable to every project. Instead, reliance is on a variety 
of techniques to determine whether a project is economically and technically 
sound and gives promise of contributing to the development of economic re. 
sources or an increase in productive capacities. Today, with greater Staff, we 
can apply these techniques more thoroughly. Nevertheless, the Iran and Sudan 
cases cited in the report illustrate the use of these techniques. Reference has 
already been made in preceding findings to the Argentine and Indian loans — 

The report discusses the highway improvement, airport construction, and 
municipal development projects of the Iranian loan. On the highway project 
we believe the report is referring only to the approximately $5.1 million being used 
by the Iranian Ministry of. Roads for reconstruction work on secondary roads 
since other aspects of this activity were thoroughly examined. The “bits anq 
pieces” nature of the work on the secondary roads, however, tend to precinde 
examination by the DLF of all formal plans and specifications. To assure that 
funds are soundly used, the DLF requires certification, by the U.S. Bureay of 
Public Roads technicians in Iran, that the construction has been performed in 
accordance with standards adequate for the area and traffic to be served, Ip 
this way, we try to assure that the undertaking is economically sound, techni. 
cally feasible, and contributes to the development of the Iranian economy, 

The airports construction project involved three subprojects. There was con. 
siderable delay in disbursement until the DLF assured itself that the technical 
data was sufficient and cost estimates were reasonably firm. The Abadan airport, 
comprising two-thirds of the project’s cost, was the principal point of concep. 
tration. Here the DLF staff worked closely with qualified technicians an 
determined the adequacy of the plans and specifications. Since the same engi. 
neer did the plans and specifications for all three fields, the detailed review of the 
major field was sufficient for all three. The technique of evaluation, geared to 
the project in question, met the criteria against which the DLF is to operate. 

The municipal development project is a considerably fragmented undertaking, 
DLF relied on the borrower to determine the soundness and feasibility of the sub- 
projects. The DLF first carefully reviewed the overall procedures used by the 
plan organization inIram. These include for each municipal development under- 
taking (1) a feasibility study; (2) the development of firm plans, specifications, 
and costs: and (3) actual construction. All these phases are either performed 
or supervised by competent foreign consulting engineers. To assure itself of 
the suitability of these procedures the DLF made a review of the full documenta- 
tion of the three phases for a small number of DLF-selected subprojects and found 
that the procedures outlined met the DLF criteria. The fact that two of the 
three projects examined were subsequently not undertaken is irrelevant. The 
purpose of the examination was to test the effectiveness of a general procedure 
for meeting DLF criteria and not to approve a specific project. 

In this context we should note that reliance on the borrower is important from 
the long-run standpoint of development. This accords generally with the normal 
practices of lending institutions. The increasing ability of borrowers to utiliz 
loan funds correctly without repeated outside checking and interference is a 
essential element in building the indigenous confidence and ability necessary t 
growth in the underdeveloped areas. 

The Sudan loan also represents the use of flexible procedures by DLF to assure 
that a project meets its criteria. The Sudan loan was made prior to the enact 
ment of section 517; the use of greater flexibility prior to obligation was then 
an appropriate procedure. Before the loan was signed a technical and economic 
review was made which satisfied the DLF as to the project’s economic soundness 
and technical feasibility. The DLF was not satisfied with the cost estimate 


anc 
con 
apl 
tio! 
bas 
int 


me! 
ing 


Valuation 
| Security 
uation of 
nerally jn 
directive 
tiONn Were 

of funds 
firm cost 


dness ang 
from loan 
refore, jt 
1 terms of 
& variety 
echnically 
nomic re 
* staff, we 
ind Sudan 
rence has 
| loans, 
ction, and 
¥ project, 
being used 
ary roads 
“bits and 
> preclude 
ssure that 
Bureau of 
formed in 
erved. In 
nd, techni- 
omy. 
@ WAS COn- 
> technical 
an airport, 
of concen- 
cians and 
same engi- 
riew of the 
geared to 
erate. 
\dertaking, 
of the sub- 
sed by the 
rent under- 
cifications, 
performed 
e itself of 
locumenta- 
and found 
two of the 
vant, The 
_ procedure 


rtant from 
the normal 
s to utilize 
ence is aD 
ecessary to 


F to assure 
. the enact: 
n was then 
d economic 
> soundness 
t estimates 


DEVELOPMENT LOAN FUND 625 


d to fully protect itself provided in the loan agreement numerous controls and 
ani gitions which must be met precedent to disbursement, including advance 
cone” al of the porrower’s final construction and procurement plans and specifica- 
approy Furthermore, the DLF participation in this project will be on a pari-passu 
unis with other funds involved and will not exceed overall the other investments 
bar project. The report concedes that DLF is protected. 


p. Loans for nondollar expenditures 


In this finding, the report refers to the use of DLF dollars “to finance procure- 
ment from countries other than the I nited States or expenditures in the borrow- 
ine country itself” (p. 28) and cites the failure of the DLF to exercise the option 
acaatiel jn most loan agreements to disburse either in dollars or in the cur- 
aed actually expended by the borrower. The report recommends that DLF 
aed appropriate arrangements so as to obtain maximum use of U.S.-owned 
foreign currencies and to this end seek to extend options to all loan agreements, 
wherever pertinent, and to letter of commitment agreements with commercial 
hanks” (p. 29). The report also suggests that DLF make all reasonable efforts 
to use the commodity import technique for the purpose of local currency genera- 
tion (p. 31). . : ‘ ‘ 

The report notes the October 1959 change in DLE procurement policy, referring 
to it as a “Buy American” policy. It is not only unfortunate but erroneous to 
construe the DLF announcement of October 20, 1959 (that “particularly in 
fnancing the foreign exchange costs of development projects and programs the 
DLF will place primary emphasis on the financing of goods and services of U.S. 
origin”), as a new “Buy American” policy. There isa“ suy American” policy 
applicable to procurement by most US. agencies. It is not the same as the new 
DLF policy. It is the DLF view that if a loan applicant desires long-term 
fnancing to procure equipment abroad he should, when funds are not available 
from other international lending sources, look principally to the producing country 
to supply such funds on reasonable terms and conditions rather than to the DLF. 
This is now possible because of the improved financial position of other indus- 
trialized countries. Because of the presumption that offshore procurement now 
can be financed abroad, the DLF will give primary attention to providing, in 
accordance with its criteria, development loan financing for those applicants who 
wish to buy goods and equipment of U.S. origin. We suggest that the General 
Accounting Office should delete the misleading “Buy American” phrase from the 
report. 

The option to disburse in either dollars or the currency disbursed by the 
borrower, developed in the course of evolving our loan agreement pattern, is 
contained in most of our loan agreements concluded up to the time of the change 
in procurement policy. Henceforth, since most procurement on projects entailing 
DLF financing of foreign exchange costs will be from the United States, the 
option feature is no longer relevant. Therefore, this aspect of your recommenda- 
tions is not believed pertinent. 

We recognize that the DLF should exercise this option, wherever feasible, 
under its older loan agreements. It is necessary to note, however, that there 
has been no real opportunity to achieve this desirable objective. Offshore pro- 
curement under DLF loans to date has been in countries whose currencies are in 
short supply with the Treasury. ‘Therefore, our “failure” to exercise the option 
is a result of circumstances and does not, as the report seems to imply, stem 
from lack of attentiveness. Wherever possible we try to economize on the use 
of appropriated dollar funds, as evidenced by the Brazilian example cited in the 
report. 

We concur with the recommendation relating to making appropriate inter- 
agency arrangements for maximizing the use of U.S.-owned foreign currencies. 
This objective is being sought on two fronts. One is the Executive Order 10827 
of July 1959 permitting DLF participation in the administration of section 
104(g) loans under the Agricultural Trade Development and Assistance Act 
(Public Law 480). Access to such funds, particularly where DLF is financing 
local costs, can result in dollar savings. The second is a DLF interim arrange- 
ment with the Treasury Department providing that, in the event Treasury (a) 
holds balances of the foreign currency in which the costs of DLF-financed goods 
are actually payable and (b) these holdings may be used for DLF purposes, 
the DLF can obtain the currency to meet the borrower’s requests for direct 
reimbursement. More definitive procedures are now being worked out in which 
it is proposed to cover not only financing under the direct reimbursement meth- 
od but also under the letter of commitment device. 











626 DEVELOPMENT LOAN FUND 


We do not agree that DLF should utilize the commodity import rather than 
the direct purchase technique for obtaining local currency. The report Cites 
our response last year to a similar criticism on a loan for local Cost purpoges 
to Honduras. These reasons are still valid. Furthermore, the techniques pur. 
sued by DLF in this regard differ from those utilized by ICA primarily becanse 
of the different functions of the two agencies. It is one thing for I¢4 to 
generate currency through commodity imports when undertaking an annual 
program related broadly to the general economy and involving the recipient 
government directly. Such a procedure, however, is not appropriate for the 
DLF which is concerned generally with a specific project and a specifie ns, 
rower, be it public or private. Your suggestion would entail the DLF dealing 
not only with the borrower but also with other authorities unrelated to the proj. 
ect or the borrower but involved in overall matters such as exchange allocation 
and the programing of imports which would in turn become intermingled with 
the implementation of the DLF loan. We do not believe that such activity j, 
suitable, practicable, or even economically sound for a banking-type institution 

However, in two recent loans the DLF is endeavoring to assure that the 
loan dollars used by the borrower for the direct purchase of local currency 
can be sold eventually only for capital equipment imports from the United 
States. The loan dollars will be sold by the borrower to his central bank for 
local currency. The central bank in turn can only sell these dollars to local 
buyers for the purchase of U.S. imports. ‘This situation might be regarded as 
a variation of the commodity import technique stressing U.S. procurement anq 
involving capital equipment. 


E. Need for guidelines for compliance with requirement that financing from 
other sources was not available 

The report finds that the DLF has not “developed guidelines for its ogy 
officers as to compliance” with the requirement that DLF shall take into a¢ 
count whether financing could be obtained in whole or in part, from other free 
world sources on reasonable terms “and as to proper documentation in the loan 
files’ (p. 31). It recommends that the Board of Directors provide guidelines 
for proper compliance with this requirement and that the Managing Director 
prescribe how such compliance shall be made and documented (p. 32). 

We are unable to concur in the “guidelines” aspect of this recommenda. 
tion. We believe appropriate documentation is included in the files. The DLF 
is fully cognizant of the need to avoid competing with funds available from other 
free world sources on reasonable terms. However, this is a matter which 
does not lend itself to guidelines or the development of standardized forms of 
compliance and documentation applicable to all loans. Compliance with this 
statutory directive is a matter for handling on an ad hoc basis, differing from 
project to project. In some instances, the availability of other sources of f- 
nancing may be obviously foreclosed by the nature of the economy of the bor- 
rower (e.g. lack of foreign exchange and debt servicing capacity). 

Through experience, we have developed a variety of procedures to take this 
requirement into account in making loans. These procedures do not lend then- 
selves to codification, but wherever possible their results are adequately docu 
mented in the individual loan files. We request each applicant to include in 
his application a statement of efforts to obtain other financing. The DLF staff 
maintains contact with likely lending sources in Washington, such as the Ex- 
port-Import Bank, the International Bank for Reconstruction and Development, 
and the International Finance Corporation. Similar contact will be main 
tained with the Inter-American Development Bank and the proposed Inter 
national Development Association. The interest or lack thereof, of these in- 
stitutions in financing the project is generally documented in the files and the 
loan papers. In addition, frequent inquiries are made of private banks and in- 
vestment houses in this country and abroad to determine their possible interest 
in financing applications we have received. These procedures, which vary with 
the nature of the project, provide means for effective compliance with the legis 
lation. They also indicate, contrary to the statement in the report, that we do 
not rely solely on the borrower’s word on this matter. 

This finding leaves the impression that the DLF interprets “reasonable terms” 
to mean “as liberal as those granted by DLF” (p. 31). We have never ap 
plied, or stated we applied, this type of standard. We have rejected applica- 
tions when resources have been available on “reasonable” terms which differ 


cons 


repa 
dete 
tors 
fere’ 
sona 
Fi 
ing. 
cuss 
spec 
prev 
tion 
othe 
loan 


F. 0 


Tl 
prov 
Offic 
of tl 
visit 
nan 
men 
ness 
In ? 
tern 
eral 
sma 
to se 

W 
be 2 
whe 
the 
and 
Sim 
of 0 
fina 
thes 
evel 

It 
in I 
poli 


‘her than 
OTE Cites 
PUTposes 
ques pur- 
y because 
F ICA to 
Nn annual 
recipient 
> for the 
Cifie bor- 
° dealing 
the proj. 
location 
Zled with 
Ctivity js 
Stitution, 
that the 
currency 
e United 
bank for 
3 to local 
rarded as 
ment and 


ing from 


' its loan 
> into ac. 
ther free 
| the loan 
uidelines 

Director 


ymmenda- 
The DLF 
rom other 
er which 
forms of 
with this 
ring from 
ces of fi- 
P the bor- 


take this 
ond them- 
ely docu- 
nclude in 
ILF staff 
s the Ex- 
elopment, 
be main- 
ed Inter- 
these in- 
; and the 
‘s and in- 
e interest 
vary with 
the legis 
iat we do 


le terms” 
never ap 
1 applica- 
ich differ 


DEVELOPMENT LOAN FUND 627 


bly from those used by the DLF, such as interest rates and period of 

ayment. We believe that the report should recognize that the question of 
repay ing “reasonableness” is complex and must take into account many fac- 
deter ich differ for each loan. It is particularly desirable to avoid any in- 
a that we hold up our own terms as the standard for determining “rea- 
on we question the use of the Netherlands loan to illustrate your find- 
se hs the report itself recognizes, this loan was the subject of much dis- 
nssion Jast year in congressional committees. That discussion indicated that 
vial factors led to the extension of this loan, not the least of which was 
~ is legislative history on projects of this nature. Therefore, the ques- 
ea the availability of other resources for this project was subordinated to 
ee considerations. For this reason we would suggest that the use of this 
loan as an example for your finding is inappropriate. 


considera 


F. Obstacles to compliance with small business provisions and requirements of 

’ reasonable pricing 

The report finds that, although the majority of loan agreements contain 
provisions requiring advance notification of proposed purchases to the ICA 
Office of Small Business, “the conditions under which DLF has financed some 
of the loans have presented obstacles to an effective enforcement of these pro- 
visions” (p. 32). The principal “condition” cited is that involving the fi- 
nancing of goods already ordered by the borrower at the time the joan agree- 
ment is signed which has made it impossible to notify the Office of Small Busi- 
ness and provide an opportunity for the participation of U.S. business firms. 
In addition, the report indicates that “in these cases DLF cannot readily de- 
termine whether borrowers have complied with the requirement of soliciting sev- 
eral suppliers” (p. 33). The report recommends that the DLF include the 
small business provision “in all loan agreements and take the necessary steps 
to see that borrowers comply with these provisions” (p. 33). 

We are in general agreement with this recommendation. ; However, it cannot 
be applied inflexibly to all loans. There have been, and will be, circumstances 
where a particular project does not, for good and valid reasons, lend itself to 
the inclusion of such a provision. Projects involving proprietary procurement 
and situations involving equipment best obtained by negotiated bids are examples. 
Similarly, instances exist where DLF financing of a project will require, because 
of overriding considerations, the financing of goods already on order but not yet 
financed. For DLF to achieve maximum effectiveness it must be free to handle 
these infrequent situations. Where special factors are not present, however, 
every effort is made to comply with the recommendation attached to this finding. 

It should be noted that opportunities for U.S. business enterprises to participate 
in DLF-financed procurement have been maximized under the new procurement 
policy. The report may wish to note this new element. 


G. Disbursement of loan funds prior to meeting special conditions 


The report finds that the “DLF disbursed loan funds for a settlement project 
in Brazil before certain special conditions required by DLF had been fulfilled” 
(p. 34). Specifically mentioned is failure to obtain a Brazilian Government 
guarantee and agreement on uses by DLF of local currency repayments under the 
loan. We believe this finding is predicated on a misunderstanding. 

First, the question of a government guarantee was not stated to be a condi- 
tion of the loan either in the resolution of the Board of Directors or in the loan 
agreement. Instead, the loan resolution stated that the loan should be guaran- 
teed by the Government of Brazil “provided that the DLF determines this condi- 
tion to be feasible.” The DLF subsequently felt a guarantee would be desirable 
but that it would not be a condition precedent to disbursement. It was particu- 
larly necessary, for the overall implementation of the project, to disburse with- 
out waiting receipt of the guarantee. The borrower had an option to buy the 
land which was needed for the settlement at a price favorable to the success of the 
project. Therefore, disbursement prior to receipt of the guarantee was in proper 
accord with the action of the Board of Directors. 

Agreement on the use of local currencies received in repayment was not a 
condition of the first disbursement, made as an initial advance under the loan 
agreement. Although not normally required on loans of this type, the DLF im- 
plementation letter made it a condition of reimbursement of any expenditures by 
the borrower. This condition was effectively met prior to any reimbursement 
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even though the manner in which it was met differed from usual procedures It 
is normal practice in agreements covering dollar loans repayable in the currency 
of the borrower to include a provision on the use of the currency of repayment 
The loan in this case is not such a loan. It is a loan of cruzeiros and not dollars, 
Nevertheless, the DLF felt that it would be good practice to reach an understand. 
ing with the Government of Brazil concerning the reuse of the local curreney 
The DLF sought an understanding similar to that reached with other govern. 
ments on the uses of soft loan repayments. The outcome of these negotiations 
differed from that achieved with other governments but was nevertheless gy 
effective understanding. It was achieved by DLF notifying the Government of 
Brazil through the U.S. Embassy in Rio de Janeiro that the DLF would “trop; 
repayments as subject to the same Brazilian laws and regulations as apply to 
cruzeiros used by the United States for the payment of its obligations.” This was 
accepted by the Brazilians without objection. With this understanding the DLF 
has substantially the same position as that achieved in the usual agreement 
on loans of dollars repayable in local currency. 

Under these circumstances, we believe you may wish to consider the appro- 
priateness of including this finding in the report. 


CON CLUSION 


The seven findings of the draft report are predicated principally on an exam. 
nation of 7 of the 63 loan and guarantee agreements signed in fiscal year 1959 
This sampling, moreover, comprises principally program loans and commitments 
which constitute a small proportion of the total number of DLF loans. The over. 
all effect of an audit based on such a small sampling and emphasizing program 
loans is an inaccurate impression of the totality of DLF operations. 

The report does not recognize that the loans audited constituted unusual cages 
generally arising out of special circumstances. Furthermore, no account is taken 
in the audit of the majority of other loans, made for specific projects, and sub. 
jected to thorough review and evaluation before obligation of funds. Thew 
loans raise few, if any, of the questions contained in the findings presented ip 
the report. We are appending a list, based on that on page 41 of the report, of 
all loans made in the audit period, designating them individually as project or 
program loans. This list, indicating 54 projects and only 9 programs, clearly 
shows our preference for project loans. You may wish to add it to you 
report. 


The DLF comments on the findings and recommendations indicate that the | 


| 
| 


| 
| 


DLF handled the loans cited in the report with the same sound management 


standards, and effective application of the criteria set up in the legislation which 
are used in all our loan operations. 


APPENDIX TO ATTACHMENT A 


Development Loan Fund loan agreements signed in fiscal year 1959 














| | 
Country or area Borrower or activity | Amount Type project 
| or program 
Europe: 
Netherlands............. I i oe a sietsene nde dé ...| $3,000, 000 Project. 
i dS win idee ances see 7, 700, 000 Do. 
Serr eerste ee rrr | 14,900,000} Do 
Pancevo fertilizer. —...........-- sisi 22, 500, 000 Do. 
Diesel locomotives--_.......----- suntiaksscte 5, 000, 000 Do. 
iL cia ara ndea seas cewaetakeu bakes 53, 100, 000 
Sawmill.......-.- i sta. crace eich Seneca a el 190, 000 Do. 
Telecommunications- 3, 000, 000 Do. 
Tripoli power -__....- 5, 000, 000 Do, 
Credito Somalo-.-.-..- r deat 2 2, 000, 000 Do. 
i ale tesa pela interest ane ; 6, 250, 000 Do 
National railways.......................-. 2, 400, 000 Do 
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dures, | Development Loan Fund loan agreements signed in fiscal year 1959—Continued 


e currency 





























‘epayment, <a tC«S ius: of, | oi 
ot dollars Country or area Borrower or activity Amount | ty po mele et 
nderstand. I ant alata el a aor s ie a 
currency, — 
* govern. Near, = | Fertilizer plant_....- $12, 000, 000 Project. 
gS Otiations Gees. ------ | Plan organization projects. | 47, 500,000 | Program. 
theless an a. | Industrial institution...............--- 5, 000, 000 | Project. 
Thment of Jordan..--- Cotton textile mill | yoo! De 
Ca res = otton textile mill -_- 0,0 0 0. 
uld “treat a; ers | Industrial Development Bank_ | 40,000, 000 | Do 
S apply to Oe 2 | Aerial mineral survey - | 900, 000 Do. 
This wa: Do : Zonguldak coal_-.- | 14, 500, 000 Do. 
8 : : 
g the DLF Total Near East 101, 100, 000 | 
agreement _— , 
tooth Ase he Highway development | 900, 000 »| Program. 
the appro- Do Colombo area railroad _-- | 750,000 | Project. 
India. .-- | Second railways 35, 000,000 | Program. 
DO.s.--<-- Steel for public development. 18, 000, 000 Do. 
Do. al Steel for private developme nt_ 22, 000, 000 Do. 
ae " Public power development 10, 000, 000 | Do. 
ea cl om wlequipme pa ate si lopment_._ 1s Oe O08 | e De. 
j i clita orth Klang Straits projec . 0,000,000 | Project. 
= Cxami- mateo ee | Roads and brie iges_- af ae 10, 000, 000 Do. 
year 1959 Pakistan......------------| Pakistan Industrial Credit Bick oe 3 4, 200, 000 | Do. 
nmitments EE iiccttnoumeh SIIUID ilininn oc nconadasinbeenditbeocncomnts | 9, 100, 000 | Do. 
The over. ccc! NEE BEEN ot cenenneannonomhigsnatins 17, 500, 000 | Do. 
: ee cogme West Pakistan ground water_--.----------_- | 15, 200, 000 | Do. 
& program Bl yoo ccseaee plete Gemeboth GPR. cos sk cece cnksetcates ass | 14, 700, 000 | Do. 
a R | West Pakistan Secondary Trans-...---.---- | _ 23,000, 000 Do. 
bate e 
sual cases | oy 
. 6. « alunomevabedhTacecnadascannectshoninonnaemneieee 205, 350, 000 
nt is taken Teal soa aerate 
$3, and gub- : 
ds The ee i nat SRR CIE ec ecenpecncoen= 3, 000, 000 | Do. 
ania PL adimesonaseces Harbor development._...........------.---- 6. 000, 000 | Do. 
"es 2 0 =@=——“(isté FE eee Ch GD. ion oo cece npcncennssnivest 1, 500, 000 | 0. 
: report, of | ——* _...-.---| Domestic telecommunications.._.-....--.-- 3, 500, 000 | Do. 
or | ee enn tne Y aoe’ cote 8 wc c el 2, 140, 000 Do. 
ae or | Tee aes SOMO SU oss cccldccb dc ccscesuccl 5, 000, 000 | : Do. 
t to yom | Maina 22w7_] Asta Cement Corpea 22-277] "2 retoon | Provece. 
Te ccncosennws) SRUMMNOM DNOMD. . 22c-sesececocee= cath ti teni ---| 21, 500, 000 | Do. 
DEL Ce. dcawwisesnen I ING cin nimi nui danishndinte il | 3, 200. 000 Do. 
e that the a can tench | Fishing eae Lame rc eo oe 7 - = | a 
| ne | Ingalls-Taiwan Ship Bldg__-...-.-.----.-- a 2, 000, 000 | 0. 
anagement f Do.....-.-------------| Ingalls-Taiwan Ship Bldg. Guar. .........-- 4, 500, 000 | Do. 
tion which ee a a Byproduct coke ovem.. . .... 20-2255 o0noent 1, 000, 000 Do. 
tt bibbabsawece | I CII iach onickdeeninnceminaiaeeahl 1, 350, 000 | Do. 
Ns cninconsonseses NO EERIE EME BERLE 20, 000, 000 | Do. 
4 Pah A od itekno wescedsise td nieniatadeewetabaieibienl 1, 750, 000 Do. 
" I .- cadlibcedsadursesukencsnnenttnesskduaenonmianmeune | 98, 626, 000 
1959 Pcie dl 
Latin America xu 
3 ene Cet. sain ip icine ccetanddnnsniteine 24, 750,000 | Program. 
Type project PE icihateoncnctcreeon- La Belgica Sugar Mill_.....-..--- ey 2, 500, 000 | Project. 
or program | SR Caramba/Castro Resettlement. -.-.-......----- 240, = _ 
Sa I IR, o.c5 cihig sw towseickinntttintlebbnesil 300, 006 0. 
CO  —EE—-EE SICA IE. 3k. iiatngeenabssmpepeie 300, 000 Do. 
ee canon! SOE ROR DEMOTEY.. .. cencoccensccanns 4, 700, 000 Do. 
- Project as ORE WG EG in nce otic ckiiowncsenconewen 400, 000 Do. 
| Do. Te acc macwncl Artibonite development..............-.---.-- 4, 7 -— De 
2 NE SES SEN IEE sc ticcccntcsinrcineminnes : 0. 
| = | 6 SE pe Rn ee 1, 000, 000 Do. 
Do. | ae 4) Eee ee ee 2, 500, 000 Do. 
: Ee a St!) gee COD a owes casas ncaen was en 2, 600, 000 Do. 
a i so oii seme atn dane gaeend ncieebitegn 44, 190, 000 
Puna UG Bi 6 ina. <chincwsersneen ater diicniuanmebtedeaaben 521, 206, 000 
fh. = 54. 


Program loans: 9. 
Total loan and guaran- 
tee agreements: 63. 
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[Attachment B] 


COMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FUND on “Sr 
OF PREVIOUS AUDIT FINDINGS AND RECOMMENDATIONS” Drarr ( 
FoR FiscaLt YEAR 1959 


: ATUS 
AO Repogy 


Certain aspects of the report’s “Status of Previous Audit Findings anq Ree. 
ommendations” warrant comment. Those findings and recommendations indicat. 
ing that “future loans be related to specific development activities that can be 
‘arefully examined and evaluated” (No. 3), that local currency necessary to 
meet local costs should be obtained through financing imports for reseag} (No 
7), and “that loan funds should not be allocated and committed except on the 
basis of loan applications which have been properly screened and approved” 
(No. 8) are covered in points B, C, and D of the DLF comments on the fiscal 
year 1959 report’s “Findings and Recommendations.” Particular comment wij 
be directed here to recommendation No. 1 “that the responsible agencies * « ¢ 
study the existing organizational and functional arrangements for the making 
and administration of loans” with U.S. funds “with a view to simplifying such 
arrangements and eliminating inconsistencies.” The report cites the DLF Posi- 
tion that existing arrangements are satisfactory but indicates that the DLF does 
not give adequate consideration to reviewing, particularly in the light of the 
specific recommendations of the third interim report of the President’s Commit. 
tee To Study the U.S. Military Assistance Program (Draper Committee), the 
soundness of the present arrangements. Additional considerations are also 
mentioned, such as inconsistencies in the keeping of accounting records and diff. 
culties encountered in delineating respective responsibilities among ICA, Bx. 
imbank, and DLF with respect to Public Law 480 and other foreign currency 
loan programs. ; 

We continue to adhere to the position outlined in the report that “no detri- 
mental complexities and inconsistencies have resulted from existing arrange 
ments, and that techniques developed by the executive branch have been sye- 
cessful to prevent inconsistencies” (p. 7). We believe that continuance of close 
DLF working arrangements with Eximbank, the ICA, and the Department of 
State will produce sound divisions of responsibility without the need, implicit 
in your recommendation, for a supra-agency at this time. The role of the Na- 
tional Advisory Council (NAC) in this coordination process should also be 
noted. The question of further study of the recommendations of the Draper 
Committee is an executive branch matter and therefore not appropriate for DLF 
comment in the present context. 

The DLF will soon assume direct responsibility for keeping accounting records 
and following up on interest and principal payments. The DLF Board recently 
approved a report by a public accounting firm which recommends the assumption 
of this responsibility and proposes the necessary organizational changes. This 
survey and its findings have been discussed, as you know, with the General 
Accounting Office. 

As a result of Executive Order 10827 of July 1959, the DLF can participate 
in the administration of loans under section 104(g) of the Agricultural Trade 
Development and Assistance Act (Public Law 480). As you are aware, the 
authority over such loans is assigned by legislation to the President whereas 
that for the administration of section 104(e) loans (the so-called Cooley credits) 
is explicitly assigned in the legislation to the Eximbank. 

DLF itself sought participation in section 104(g) loans, believing access to 
local currencies arising out of the Public Law 480 program could effectively 
assist, from time to time, in implementing loans requiring local financing which 
would otherwise be met by the DLF principally through direct dollar expendi- 
tures. One DLF loan involving disbursement of both Public Law 480 resources 
and DLF dollar funds has already been approved. It is envisaged that orderly 
procedures are needed to permit ready access by the DLF to such resources as 
specific needs arise. The development of such procedures involves interagency 
coordination now in the process of completion. However, contrary to the im 
pression conveyed in the report, the necessary interagency discussions are not 
delaying the negotiation of any sales agreements under the Public Law 48 
program. 
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[Attachment C] 


CoMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FUND ON “OPINION 
on FINANCIAL STATEMENTS” Drarr GAO Report For Fiscat YEAR 1959 


The report’s “Opinion on Financial Statements” indicates that “the financial 
statements of DLF do not include a provision for losses that may be sustained 
on loans receivable.” This section of the report also states that “in our opinion, 
the accompanying financial statements * * * present fairly the financial condi- 
tion of the Development Loan Fund at June 30, 1959, and the results of its 
operations for the year then ended, in conformity with generally accepted 
accounting principles and with applicable Federal laws.” We believe this latter 
statement is in the nature of a “finding” and might more appropriately be 
included in that section of the report. 

The DLF has made no provision for losses that may be sustained on loans 
receivable. Experience so far has provided no guide for determining the need, 
in the light of the types of DLF loans and the terms and conditions on which they 
may be made, for such a reserve. Experience is also lacking as to what amount, 
if any, would be needed to establish an adequate reserve. The report itself 
recognizes that there are many indeterminable factors affecting the status of 
the loans. 

However, the DLF is cognizant of this matter and will keep it under review. 
It will give appropriate consideration to the establishment of such a reserve for 
losses should future developments point conclusively to the need and desirability 
for such a reserve. 

The one “loss” sustained to date (on resettlement loan of local currency in 
Brazil) has resulted from factors beyond the control of the DLF or the bor- 
rower. Loans of local currency do not bear maintenance of value as is the 
case With loans of dollars. Hence, loans, by the DLF or by other U.S. agencies 
(Eximbank, ICA) of local currency run the risk of losses due to depreciation. 
The executive branch has recognized and accepted this risk when it approved 
the undertaking of such loans in this manner. 


[Attachment D} 


COMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FUND OF “SUMMARY 
or FUNCTIONS AND OPERATIONS IN FiscaL YEAR 1959” Drarr GAO REpoRT FOR 
FiscaAL YEAR 1959 


It is suggested that the General Accounting Office will wish to take into 
account, in the interest of accuracy, the following factual points with regard 
to this section of the report. 

1. Page 13: The report mentions a fiscal year 1960 target of 100 employees. 
Current-year estimates which will be in schedules printed in the President’s 
fiscal year 1961 budget to Congress show 124 DLF positions. The report also 
mentions ICA support positions as “about 36." Reports we have received from 
ICA as of June 30, 1959, indicate 32 positions. 

2. Page 15: The report indicates loans of $120.7 million calling for repay- 
ments in dollars and $498.1 million repayable in local eurrency. The ICA 
“Report on Country Loans as of June 30, 1959” (Nov. 24, 1959) on page 25 
reflects $123.6 million repayable in dollars (after elimination of a $4.5 million 
guarantee repayable in dollars), and $495.2 million repayable in foreign 
currencies. 

3. Interest rate range is indicated on page 15 as from 31% to & percent. This 
is factually accurate. However, it might be preferable to say “the interest rates 
ranged generally from a minimum of 314 percent to a maximum of 5° percent. 
There is however one loan (of local currency) bearing interest at 8 percent.” 
_ 4. We also call attention to page 38 of the “Statement of Financial Condition” 
indicating a contingent liability under a guarantee agreement of $2,910,110. 
Reports from the ICA Accounting Office indicate this amount as of June 30, 
1959, was $2,917,515. However, the confirmation submitted by the Bank of 
America (who is participating in the guaranteed loan) is $2,920,110.26. 
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[Attachment BE] 
BACKGROUND INFORMATION ON LOAN TO IRAN DatED JANUARY 7, 1959 


In the fall of 1957 Iran approached the U.S. Government requesting budget 
assistance on a grant basis in view of heavy military and economic developmen 
demands on Iran’s own resources and since the Iranian Government anticipated 
a large deficit in its fiscal year beginning in March 1958. The U.S. Governm 
did not consider advisable such budgetary assistance and suggested that es 
should use a larger share of its oil revenues to finance its budgetary requine 
ments while seeking long-term development assistance on a loan basis to aan 
the gap in its 7-year development plan which a diversion of oil revenues would 
create. In January 1958, the United States informed the Iranian Government 
that the plan organization could reasonably anticipate $40 million in loans fo 
development projects from U.S. lending agencies, subject to the availability 
funds and the submission by the plan organization of economically ang 
technically justifiable projects. 


l" EBRUARY 18, 1960 
Mr. Grorce H. SrTapes, , 


Associate Director, Civil Accounting and Auditing Division, 
US. General Accounting Office, Washington, D.C. 


DeAR Mr. Stapies: The Development Loan Fund has received the fina] draft, 
transmitted to us on February 16, 1960, of the General Accounting Office report 
on the fiscal year 1959 operations of our agency. 

We appreciate the opportunity to make a review, prior to submission to the 
Congress, of this audit report. A quick review indicates that a number of oy 
comments transmitted to you previously have been taken into account. Certain 
aspects of the report, however, require, in the interest of accuracy and clarifies. 
tion, further comment. These comments, prepared to meet your request for the 
receipt of our views early on February 18, are attached. 

Sincerely yours, 
VANCE BRAND, Managing Director. 


COMMENTS BY THE MANAGING DIRECTOR, DEVELOPMENT LOAN FUND on Fryat 
VERSION OF Drarr GAO Report ror FIscaL YEAR 1959 


1. We suggest that the position of the Managing Director of the DLF, set forth 
on page 2 of the transmittal letter for the report, is more accurately stated in the 
following language: 

“The Managing Director of the DLF takes the position that the loans on which 
our findings are based constitute only a small percentage of the total number of 
loans approved, represent exceptional situations, and are not illustrative of all 
the loans concluded in the audit period. Even these audited loans, he notes, were 
handled in accordance with sound management standards and the effective ap 
plication of the criteria set out in the legislation. The Managing Director 
expresses general agreement, however, with the desirability of minimizing some 
of the practices discussed by us.” 

2. Our earlier comments stressed our concern that “an audit based on a small 
sampling comprised principally of program loans and commitments will give an 
inaccurate impression of our total operations.” We suggested particularly that 
the final report recognize that problems engendered principally by 7 special 
situation loans are not meant to be illustrative of all of the 63 loans made in the 
audit period. 

Our comments indicated that we emphasize loans for specific projects and 
attached a table showing that out of the 63 agreements signed in fiscal year 
1959, 54 were for projects and only 9 for programs. 

We find that the final GAO report still conveys the idea that, even though a 
small sampling was used, and principally of special situation loans, the findings 
thereon are applicable to all loans made. This is clear from page 4 where it is 
stated that the importance of the loans examined “derives from the fact that they 
evidence the criteria which DLF has considered proper in making loans and 
because certain of these criteria approximate those followed for many years by 
ICA and its predecessor agencies.” 

3. Many of the GAO findings and recommendations are based on loans resulting 
from advance commitments. The final draft of the report conveys the distinct 
impression that engagement in such activity is contrary to the legislative history 
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the DLF. This is most apparent on page 3 where it is stated that “the legisla- 
¢ history shows repeated references by representatives of the executive branch 
uve tain ‘safeguards which were to surround the operations of the DLE * * *, 
” } safeguards are, for example, avoiding advance commitments * * *.” We 
valere the GAO may be confusing “advance commitments” with “advance annual 

id allocations.” Furthermore, our reading of the legislative history yields a 
. rent result from that of the GAO. Attention is called particularly to testi- 
= of the Under Secretary of State before the Appropriations Committees of 
the Congress on June 15, and August 19, 1959. 
"" The DLF is concerned with the conclusions contained in the final draft 
report on certain of the “Findings and Recommendations. The conclusion on 
the findings on “Loans Pursuant to Advance Commitments” is of particular 
concern because, On pages 25-26 the GAO states that, because of previous 
advance commitments, “the DLF management would find it exigent to make 
similar commitments, in the next and succeeding years, thereby giving sanction 
to the substance if not the principle of the annual level of aid concept * * *.” 
The report also indicates that DLF is even better situated than ICA to make 
commitments for future years. ; ; ; 

The clear implication of such statements is that DLF will abuse its authority 
in the future and enter into advance annual aid commitments on a repetitive 
basis. We have not done this in the past and therefore question the basis of 
the GAO conclusion. 

We continue to believe, as indicated in our earlier comments, that it is in- 

appropriate to equate the undertaking of commitments to be expended in a 
given period of time with an annual aid level. 
5 In the last sentence in the final paragraph under the finding on “Loans 
for Broad Impact Programs,” we suggest adhering to our original language that 
“seh a review satisfied the DLF that the loan in question met its essential 
criteria.” 

6. On the finding on “Loan Funds Obligated without Adequate Planning or 
Evaluation” three points appear to be in order. 

First, on the municipal development projects in Iran insufficient attention is 
given to the fact that DLF examined carefully the procedures utilized by the 
Iranian Plan Organization in analyzing such projects and applied them on a 
test basis to three specific subprojects. The DLF found these procedures satis- 
factory and did not need to examine all 116. Furthermore, the fact that two 
of the subprojects examined were not undertaken becomes, in this light, irrele- 
vant to your finding. 

Second, on the Iran highway improvement activity, no reference is made to 
the need for Bureau of Public Roads’ technicians certifying the work that is 
doneas a basis for assuring proper use of disbursed funds. 

Finally, insufficient attention has been paid to our comments that today we 
have adequate staff and must meet section 517 requirements prior to obligation 
of resources. Our activities are not static and the report should note the 
improvements made in our procedures. Recognition of such improvements 
would, of course, require altering your conclusion to accord with our present 
posture, 

7. As regards the finding on “Loans for Nondollar Expenditures” the fact that 
we have not utilized the “foreign currency option” is the result of nonavailability 
in the Treasury of the currencies required. Our earlier comments indicated 
that we concurred in the desirability of exercising this option where feasible 
and pointed out why it hadn’t been used. On this basis, we suggested there may 
be real grounds for reappraisal by the GAO in connection with this aspect of 
the finding. Incidentally, we have never said that the option is inapplicable 
to letter of commitment situations. We merely pointed to certain mechanical 
difficulties. 

8. The GAO finding on “need for guidelines for compliance with requirement 
that financing from other sources was not available” still conveys the impression 
to which we objected and, we believe, refuted, in the earlier draft that the 
DLF uses its own terms as the guide for determining “reasonable terms.” 
Our previous views on this matter are still valid. In addition, we do not 
believe adequate recognition is given in the final report to the procedures 
wed by DLF to determine other resource availability. In fact, we question 
whether our procedures might not be what the GAO construes as guidelines. 
Finally, the mechanical type of approach suggested by the report does not lend 
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itself to DLF operations. It assumes all DLF transactions are ide 
can each be documented in accordance with a standardized system 
not the case. 
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FEBRUARY 26, 1960 
Mr. GEORGE H. STAPLES, 
Associate Director, Civil Accounting and Auditing Division, 
U.S. General Accounting Office, Washington, D.C. 

Dear Mr. StapLes: The Development Loan Fund has reviewed the language 
prepared by the General Accounting Office relating to the $50 million commit, 
ment to the Philippines which you propose to include in your final 
on the fiscal year 1959 operations of this agency. 

Our comment on your presentation on this matter is attached. 

Sincerely yours, 


audit repor, 


VANCE Branb, Managing Director 


COMMENTS BY THE MANAGING DIRECTOR OF THE DEVELOPMENT LOAN Fun» on ry 
GAO LANGUAGE ON PHILIPPINE COMMITMENT FOR FISCAL YEAR 1959 Apppy 
REPORT 


1. The principal point of the GAO language is that the $50 million for the 
Philippines was “dictated by considerations of foreign policy, rather than py 
economic factors.” Our earlier comments on the GAO draft audit report hay 
indicated the importance of foreign policy considerations in the undertaking 


of advance commitments. This point was made by Mr. Dillon in his testimony | 
before the Senate Appropriations Committee on August 19, 1959, where, with | 


regard to advance commitments he said that “situations have arisen where thp 
Secretary of State, exercising his legislative authority to provide foreign policy 
guidance to the Development Loan Fund determined that it was in the interey 
of the United States to indicate in advance that a certain amount of funds to }p 
made available for loans to a country from development loan resources.” 


2. We would suggest that the spirit of Mr. Waugh’s memorandum would | 


more precisely conveyed if the insert on page 6 read as follows; “In May 1958 
the Export-Import Bank expressed serious concern about any encouragement 
of DLF loan applications from the Philippines on the ground that * * *” 
Similarly, in the insert on page 27 we would suggest the deletion of the phrase 
“for DLF” in the first part of the last sentence of the first paragraph. 

38. We believe it would be desirable for the GAO in describing the announce 
ment of the Export-Import Bank and DLF commitments in the insert on page 
27 to follow more closely the language of the Presidential communique as it 
relates to the DLF. We would suggest that this language might read: “* ** 
jointly announced a commitment of $75 million to the Philippines by the Export 
Import Bank and that, subject to congressional action on the additional appro 
priations then being requested, the DLF would examine specific projects sub- 
mitted to it to determine whether they would merit DLF financing in an amomt 
not to exceed $50 million.” 


Mr. Harpy. The subcommittee will stand adjourned to reconvene 
at 2 o’clock this afternoon. 

(Whereupon, at 12:45 p.m., the subcommittee was recessed, to 1 
convene in executive session at 2 p.m., of the same day.) 
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APPENDIX 





FEBRUARY 18, 1960. 
Hon. JaMes W. RIDDLEBERGER, ee : 
Director, International Cooperation Administration, Washington, D.C. 

Deak Mr. RIDDLEBERGER : Enclosed for your final approval, from the standpoint 
of security classification, are the galleys of the subcommittee’s hearings, entitled 
“Operations of the Development Loan Fund,” which were conducted in Spain, 
Turkey, Israel, and Greece. : } 

When the galleys have been reviewed by. your agency, we would like to have 
from you a letter, for inclusion in the printed hearings, stating that there is 
no security objection to publication. ; 

It will be appreciated if the galleys can be reviewed and returned to the sub- 
committee office at the earliest possible date. 

Sincerely, 
PorTeR Harpy, Jr., Chairman. 


INTERNATIONAL COOPERATION ADMINISTRATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., March 23, 1960. 
Hon. PorTeR Harpy, Jr., 
Chairman, Foreign Operations and Monetary Affairs Subcommittee, Committee 
on Government Operations, House Office Building, Washington, D.C. 


Deak Mz. CHAIRMAN: Pursuant to your request in your letter to me of Feb- 
ruary 18, 1960, the galleys of the subcommittee’s hearings entitled “Operations 
of the Development Loan Fund” which were conducted in Spain, Turkey, Israel, 
and Greece have been reviewed by officials of this agency for editorial correction 
and security clearance. ‘These officials have made various changes by appropri- 
ate interlinear or marginal notations on the galleys. Mr. Leslie A. Grant, Asso- 
ciate General Counsel of this agency, returned these galleys to your staff and has 
been advised by them that all the amendments have been accepted. 

Iam pleased to inform you that ICA has no security objection to publication 
of the galleys as amended. 

With every good wish, 

Sincerely yours, 
JAMES W. RIDDLEBERGER. 


FEBRUARY 18, 1960. 
Hon. CHRISTIAN A. HERTER, 
Secretary of State, Washington, D.C. 


Deak Mr. SecrETARY: Enclosed for your final approval, from the standpoint 
of security classification, are the galleys of the subcommittee’s hearings, en- 
titled “Operations of the Development Loan Fund,” which were conducted in 
Spain, Turkey, Israel, and Greece. 

When the galleys have been reviewed by your department, we would like 
to have from you a letter, for inclusion in the printed hearings, stating that 
there is no security objection to publication. 

It will be appreciated if the galleys can be reviewed and returned to the sub- 
committee office at the earliest possible date. 

Sincerely yours, 
PorRTER Harpy, Jr., Chairman. 
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DEPARTMENT OF S74 
Washington, March 8, 1969 


Hon. Porter Harpy, Jr., 
Chairman, Foreign Operation and Monetary Affairs Subcommittee, Committee 
on Government Operations, House of Representatives. 


Dear Mr. Harpy: I have your letter to the Secretary dated February 18 196), | 
transmitting galleys of the hearings of the Foreign Operations and Mon ; 
Affairs Subcommittee of the Committee on Government Operations entitled, 
“Operations of the Development Loan Fund,’ which were conducted ip Spain, 
Turkey, Israel, and Greece. 

You requested a statement from the Department of State that there is no 
security objection to the publication of the material in these galleys. They have 
been reviewed by the Department, and we find no security objection to their 
publication. 

I am returning the galleys to your office. 

Sincerely yours, 
WILLIAM B. Macomaer, Jr,, 


Assistant Secretary, 


May 12, 1960, 
Hon. Porter Harpy, Jr., 


Chairman, Subcommittee on Foreign Operations and Monetary Affairs, Com 
mittee on Government Operations, House of Representatives 


DearR Mr. Harpy: We have reviewed the galley proofs of the hearings hey 
by your subcommittee on February 24, 1960. This will advise you that the 
Department of State has no objection on security grounds or foreign policy 
grounds to the publication of this transcript. 

In understand that members of your staff have been in communication wit | 
members of the staff of the Department of State regarding certain corrections | 
being made in the transcript as well as with regard to material being submitted 
pursuant to requests or offers during the course of the hearings. 

Sincerely yours, 
Wu.laM B. Macomsaes, Jr, 


Assistant Secretary. 
x C 
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